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FOREWORD
The Uniform CPA Examination is prepared by the Board of Examiners of the American Institute of 
Certified Public Accountants and is used by the examining boards of all fifty states of the United 
States, the District of Columbia, Puerto Rico, Guam, and the Virgin Islands as a prerequisite for 
issuance of CPA certificates. This booklet contains the questions and unofficial answers of the 
November 1992 Uniform Certified Public Accountant Examination.
Although the questions and unofficial answers may be used for many purposes, the principal reason 
for their publication is to aid candidates in preparing for the examination. Candidates are also 
encouraged to read Information for CPA Candidates, which describes the content, grading, and other 
administrative aspects of the Uniform CPA Examination.
The unofficial answers were prepared by the staff of the Examinations Division and reviewed by the 
Board of Examiners but are not purported to be official positions of the American Institute of 
Certified Public Accountants. Each of the unofficial answers is accompanied by its maximum point 
value assigned by the Board of Examiners for grading purposes.
Rick Elam, Vice President — Education 
American Institute of Certified Public Accountants
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ACCOUNTING PRACTICE — PART I
November 4 ,  1992; 1:30 P.M. to 6:00 P.M.
Q-1 — CANDIDATE NUMBER   ___   
Record your 7-digit candidate number 
in the boxes.
T h e point values for  each question,  and estimated time allotments based prim arily on point value, are as follows:
No. 1 ................. ............... .....
N o 2 .  ......................... ............
No. 3...................... ......
No. 4 . 
No. 5 ................................ 
Totals
P o in t ___ E stim a te d  M in u tes
V alu e M in im u m Maximum
10 45 55
10 45 55
10 45 55
10 45 55
10
50 220 270
1.
2.
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
3.
Record  yo u r 7-d ig it cand idate num ber in  the  
boxes provided a t  th e  upper right-hand  corner of 
th is  page.
Q u estio n  n u m b ers 1, 2, 3 , and 4a should be 
an sw ered  on the Objective Answer Sheet, w hich  is  
pages 15 and  16 o f yo u r Examination Answer 
Booklet. Y o u  should attem pt to an sw er a ll 
objective item s. T h e re  is  no pen alty  for incorrect 
responses. W o rk  space to solve the objective 
questions is  provided in  th is  Examination 
Question Booklet on pages 3, 5, 7, 9, 11, and 13. 
B e  c e rta in  th a t  you have  entered yo ur an sw ers on 
the Objective Answer Sheet before the  
exam in atio n  tim e is  up. T h e  objective portion of 
yo ur exam in atio n  w ill not be graded i f  you fa il to 
record yo u r an sw e rs  on the Objective Answer 
Sheet. Y o u  w ill not be given additional tim e to 
record yo u r an sw ers.
Q u estio n  n u m b ers 4b and 5 should be answ ered  
beg inn ing  on page 3 of the Examination Answer 
Booklet. Su p p o rt a l l  an sw ers w ith  properly  
labeled  and leg ible ca lcu la tio n s th a t can  be 
identified  as  sources o f am ounts used to derive  
yo u r fin a l an sw er. I f  you have not completed  
an sw erin g  a question on a page, fill in  the  
appropriate  spaces in  the w ording on the bottom
of the page " Q U E S T IO N  N U M B E R  ____
C O N T I N U E S  O N  P A G E  ____ I f  you have
com pleted a n sw e rin g  a question, fill in  the  
appropriate  space in  the w ording on the bottom of
the page " Q U E S T I O N  N U M B E R ____ E N D S  O N
T H I S  P A G E ."  A lw a y s  begin the s ta rt  of an  
an sw e r to a question on the top o f a new page.
Record  yo u r 7-digit cand id ate  num ber, state, and  
question num ber w here ind icated  on pages 3 
through 14.
4. Additional ruled paper is  av a ilab le  i f  you need it. 
A d d itio n al pages should  be num bered 14a, 14b, 
14c, etc. I f  you used add itional pages record the 
num ber o f pages used on page 14, in se rt  
additional pages betw een pages 12 and 13, close 
the booklet, and stap le . Do not stap le booklet 
u n less you used ad d itio nal ru led  paper.
5. A lthough the p rim a ry  purpose of the exam ination  
is  to test yo ur know ledge and application  of the 
subject m atter, the a b ility  to organize and  
present such know ledge in  acceptable w ritten  
language m ay be considered by the exam iners.
6. You are  required  to tu rn  in  by the end of each  
session:
a. A ttendance Record Fo rm , front page of 
Ex a m in atio n  A n sw e r Booklet;
b. O bjective A n sw e r Sh eet, pages 15 and 16 of 
Ex a m in atio n  A n sw e r Booklet;
c. R em ain in g  Portion  of Ex a m in a tio n  A n sw er  
Booklet;
d. E x a m in atio n  Q uestion  Booklet; and
e. A ll unused exam ination  m ateria ls .
Y o u r  exam ination  w ill not be graded u n less the 
above listed  item s are  handed in  before leaving  
the exam ination  room.
7. U n le ss  otherw ise in stru cted , i f  you w an t your 
Examination Question Booklet m ailed  to you, 
w rite  yo u r nam e and ad dress in  both places 
ind icated  on the back  cover and place 52 cents 
postage in  the space provided. Exam in atio n  
Q uestion Booklets w ill be d istrib u ted  no sooner 
th an  the day follow ing the ad m in istratio n  of th is  
exam ination .
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
1
Examination Questions — November 1992
In s t r u c t io n s
Q u e s t io n s  N u m b e r 1, 2 , a n d  3 each consist of 20 
multiple-choice items. Select the b e st  answer for each 
of the items relating to a  v a r ie t y  o f  f in a n c ia l  
a c c o u n t in g  p ro b le m s . Use a No. 2 pencil to blacken 
the appropriate ovals on the Objective Answer Sheet 
to indicate your answers. M a rk  o n ly  on e a n s w e r  fo r  
e a c h  ite m . A n s w e r  a l l  ite m s . Your grade will be 
based on the total number of correct answers.
N u m b e r 1 (E s t im a te d  t im e ------4 5  to  55  m in u te s)
In Mint’s December 31, 1991, balance sheet, what 
amount should be reported as:
I te m s  1 th ro u g h  3 are based on the following:
The following tria l balance of Mint Corp. at 
December 31, 1991, has been adjusted except for 
income tax expense.
T R I A L  B A L A N C E
December 31, 1991
Dr. Cr.
Cash $ 600,000
Accounts receivable, net 
Cost in excess of billings
3,500,000
on long-term contracts 
Billings in excess of 
costs on long-term
1,600,000
contracts $ 700,000
Prepaid taxes 
Property, plant, and
450,000
equipment, net 
Note payable — non-
1,480,000
current 1,620,000
Common stock 750,000
Additional paid-in capital 
Retained earnings —
2,000,000
unappropriated 
Retained earnings — 
restricted for note
900,000
payable
Earnings from long-term
160,000
contracts 6,680,000
Costs and expenses 5,180,000
$12,810,000 $12,810,000
O ther financ ia l d a ta  fo r th e  y ea r ended
December 31, 1991, are:
• Mint uses the percentage-of-completion method to 
account for long-term construction contracts for 
financial statem ent and income tax purposes. All 
receivables on these contracts are considered to be 
collectible within 12 months. 
• During 1991, estimated tax payments of $450,000 
were charged to prepaid taxes. Mint has not 
recorded income tax expense. There were no 
temporary or perm anent differences, and Mint’s 
tax rate is 30%.
1.
2 .
3.
Total retained earnings?
A. $1,950,000
B. $2,110,000
C. $2,400,000
D. $2,560,000
Total noncurrent liabilities?
A. $1,620,000
B. $1,780,000
C. $2,320,000
D. $2,480,000
Total current assets?
A. $5,000,000
B. $5,450,000
C. $5,700,000
D. $6,150,000
4. On December 30, 1991, Rafferty Corp. leased 
equipm ent under a capital lease. Annual lease 
payments of $20,000 are due December 31 for 10 years. 
The equipment’s useful life is 10 years, and the interest 
rate implicit in the lease is 10%. The capital lease 
obligation was recorded on December 30, 1991, at 
$135,000, and the first lease payment was made on 
that date. What amount should Rafferty include in cur­
rent liabilities for this capital lease in its December 31, 
1991, balance sheet?
A. $ 6,500
B. $ 8,500
C. $11,500
D. $20,000
5. Able, Inc. had the following amounts of long-term 
debt outstanding at December 31, 1991:
14½ % term  note, due 1992 
11⅛% term  note, due 1995 
8% note, due in 11 equal annual principal 
payments, plus interest beginning 
December 31, 1992 
7% guaranteed debentures, due 1996
Total
$ 3,000
107,000
110,000
100,000
$320,000
Abie’s annual sinking-fund requirem ent on the 
guaranteed debentures is $4,000 per year. What 
amount should Able report as current maturities of 
long-term debt in its December 31, 1991, balance 
sheet?
A. $ 4,000
B. $ 7,000
C. $10,000
D. $13,000
2
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6. Rice Co. w as incorporated on January 1, 1991, 
w ith $500,000 from the issuance o f stock and borrowed 
funds o f $75,000. During the first year of operations, 
net incom e w as $25,000. On Decem ber 15, Rice paid 
a $2,000 cash dividend. No additional activ ities  
affected  ow n ers’ equity in 1991. A t D ecem ber 31, 
1991, R ice’s liabilities had increased to $94,000. In 
Rice’s Decem ber 31, 1991, balance sheet, total assets 
should be reported at
A. $598,000
B. $600,000
C. $617,000
D. $692,000
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
7. On Septem ber 1, 1992, Hyde Corp., a new ly  
formed com pany, had the follow ing stock issued and 
outstanding:
• Common stock, no par, $1 stated  value, 5,000  
shares originally issued for $15 per share.
• Preferred stock, $10 par value, 1,500 shares 
originally issued for $25 per share.
H yde’s Septem ber 1, 1992, statem ent o f stockholders’ 
equity should report
Additional
Common
stock
Preferred
stock
paid-in
capital
A. $ 5,000 $15,000 $92,500
B. $ 5 ,000 $37,500 $70,000
C. $75,000 $37,500 $0
D. $75,000 $15,000 $22,500
8. Tack, Inc. reported a retained earnings balance 
of $ 150,000 at Decem ber 31, 1990. In June 1991, Tack 
discovered that m erchandise costing $40,000 had not 
been  included in inventory in its 1990 financial 
statem ents. Tack has a 30% tax rate. What am ount 
should Tack report as adjusted beginning retained  
earnings in its statem ent o f retained earnings at 
D ecem ber 31, 1991?
A. $190,000
B. $178,000
C. $150,000
D. $122,000
3
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Ite m s  9 th ro u g h  13 are based on the following:
Flax Corp. uses the direct method to prepare its state­
m en t of cash  flow s. F lax ’s tr ia l ba lances a t 
December 31, 1991 and 1990, are as follows:
December 31
Debits:
Cash
Accounts receivable 
Inventory
Property, plant, & equipment 
Unamortized bond discount 
Cost of goods sold 
Selling expenses 
General and administrative 
expenses 
Interest expense 
Income tax expense
Credits:
Allowance for uncollectible 
accounts
Accumulated depreciation 
Trade accounts payable 
Income taxes payable 
Deferred income taxes 
8% callable bonds payable 
Common stock 
Additional paid-in capital 
Retained earnings 
Sales
1991 1990
$ 35,000 $ 32,000
33,000 30,000
31,000 47,000
100,000 95,000
4,500 5,000
250,000 380,000
141,500 172,000
137,000 151,300
4,300 2,600
20,400 61,200
$756,700 $976,100
$ 1,300 $ 1,100
16,500 15,000
25,000 17,500
21,000 27,100
5,300 4,600
45,000 20,000
50,000 40,000
9,100 7,500
44,700 64,600
538,800 778,700
$756,700 $976,100
• Flax purchased $5,000 in equipment during 1991.
• Flax allocated one-third of its depreciation 
expense to selling expenses and the rem ainder to 
general and administrative expenses.
What amounts should Flax report in its statem ent of 
cash flows for the year ended December 3 1 , 1991, for 
the following:
9. Cash collected from customers?
A. $541,800
B. $541,600
C. $536,000
D. $535,800
10. Cash paid for goods to be sold?
A. $258,500
B. $257,500
C. $242,500
D. $226,500
11. Cash paid for interest?
A. $4,800
B. $4,300
C. $3,800
D. $1,700
12. Cash paid for income taxes?
A. $25,800
B. $20,400
C. $19,700
D. $15,000
13. Cash paid for selling expenses?
A. $142,000
B. $141,500
C. $141,000
D. $140,000
Ite m s 14 th ro u g h  18 are based on the following:
Selected information from the separate and consolidated 
balance sheets and income statem ents of Pard, Inc. and its 
subsidiary, Spin Co., as of December 31, 1991, and for the 
year then  ended is as follows:
Pard Spin Consolidated
Balance sheet accounts
Accounts receivable $ 26,000 $ 19,000 $ 39,000
Inventory 30,000 25,000 52,000
Investment in Spin 67,000 — —
Goodwill — — 30,000
Minority interest — — 10,000
Stockholders’ equity 154,000 50,000 154,000
Income statement accounts
Revenues $200,000 $140,000 $308,000
Cost of goods sold 150,000 110,000 231,000
Gross profit 50,000 30,000 77,000
Equity in earnings of Spin 11,000 — —
Amortization of goodwill — — 2,000
Net income 36,000 20,000 40,000
Additional information: *•
• During 1991, Pard sold goods to Spin at the same markup 
on cost that Pard uses for all sales. At December 31, 1991, 
Spin had not paid for all of these goods and still held 37.5% 
of them in inventory.
• Pard acquired its interest in Spin on January 2 ,  1988. Pard’s 
policy is to amortize goodwill by the straight-line method.
14. What was the amount of intercompany sales from Pard 
to Spin during 1991?
A. $ 3,000
B. $ 6,000
C. $29,000
D. $32,000
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15. At December 31, 1991, what was the amount of 
Spin’s payable to Pard for intercompany sales?
A. $ 3,000
B. $ 6,000
C. $29,000
D. $32,000
16. In Pard’s consolidated balance sheet, w hat was 
the carrying amount of the inventory that Spin pur­
chased from Pard?
A. $ 3,000
B. $ 6,000
C. $ 9,000
D. $12,000
17. What is the percent of minority interest owner­
ship in Spin?
A. 10%
B. 20%
C. 25%
D. 45%
18. Over how many years has Pard chosen to amor­
tize goodwill?
A. 15
B. 19
C. 23
D. 40
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
19. Information regarding Pinn, Inc.’s noncurrent 
investm ents in m arketable equity securities at 
December 31, 1991 and 1990, follows:
1991
Cost
Allowance for decline in value
$275,000
37,000
1990
$350,000
25,000
What amount should Pinn report in its December 31, 
1991, balance sheet as the net unrealized loss on non- 
current marketable equity securities?
A. $0
B. $12,000
C. $37,000
D. $87,000
20. On July 1, 1991, Balt Co. exchanged a truck for 
25 shares of Ace Corp.’s common stock. On that date, 
the truck’s carrying amount was $2,500, and its fair 
value was $3,000. Also, the book value of Ace’s stock 
was $60 per share. On December 3 1 , 1991, Ace had 250 
shares of common stock outstanding and its book value 
per share was $50. What amount should Balt report in 
its December 31, 1991, balance sheet as investment in 
Ace?
A. $3,000
B. $2,500
C. $1,500
D. $1,250
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Number 2 (Estimated tim e----- 45 to 55 minutes)
21. Rabb Co. records its purchases a t gross amounts 
but wishes to change to recording purchases net of pur­
chase discounts. Discounts available on purchases 
recorded from October 1 ,  1991, to September 3 0 , 1992, 
totaled $2,000. Of this amount, $200 is still available 
in the accounts payable balance. The balances in 
Rabb’s accounts as of and for the  year ended 
September 30, 1992, before conversion are:
Purchases $100,000
Purchase discounts taken 800
Accounts payable 30,000
What is Rabb’s accounts payable balance as of 
September 30, 1992, after the conversion?
A. $29,800
B. $29,200
C. $28,800
D. $28,200
22. On August 1 ,  1991, Vann Corp.’s $500,000, one- 
year, noninterest-bearing note due July 3 1 , 1992, was 
discounted at Homestead Bank at 10.8%. Vann uses 
the straight-line method of amortizing bond discount. 
What amount should Vann report for notes payable in 
its December 31, 1991, balance sheet?
A. $500,000
B. $477,500
C. $468,500
D. $446,000
23. On November 1, 1991, Mason Corp. issued 
$800,000 of its 10-year, 8% term  bonds dated  
October 1, 1991. The bonds were sold to yield 10%, 
with total proceeds of $700,000 plus accrued interest. 
Interest is paid every April 1 and October 1. What 
amount should Mason report for interest payable in its 
December 31, 1991, balance sheet?
A. $17,500
B. $16,000
C. $11,667
D. $10,667
24. Case Cereal Co. frequently distributes coupons to 
promote new products. On October 1, 1991, Case 
mailed 1,000,000 coupons for $.45 off each box of 
cereal purchased. Case expects 120,000 of these 
coupons to be redeemed before the December 31, 
1991, expiration date. It takes 30 days from the 
redemption date for Case to receive the coupons from 
the  retailers. Case reim burses the  retailers an 
additional $.05 for each coupon redeemed. As of 
December 31, 1991, Case had paid retailers $25,000 
related to these coupons and had 50,000 coupons on 
hand that had not been processed for payment. What 
amount should Case report as a liability for coupons in 
its December 31, 1991, balance sheet?
A. $35,000
B. $29,000
C. $25,000
D. $22,500
25. Nome Co. sponsors a defined benefit plan covering 
all employees. Benefits are based on years of service and 
compensation levels a t the time of retirem ent. Nome 
determined that, as of September 30, 1992, its ac­
cumulated benefit obligation was $380,000, and its plan 
assets had a $290,000 fair value. Nome’s September 30, 
1992, trial balance showed prepaid pension cost of 
$20,000. In its September 3 0 , 1992, balance sheet, what 
am ount should Nome report as additional pension 
liability?
A. $110,000
B. $360,000
C. $380,000
D. $400,000
26. Barnel Corp. owns and manages 19 apartm ent com­
plexes. On signing a lease, each tenant must pay the first 
and last m onths’ rent and a $500 refundable security 
deposit. The security deposits are rarely refunded in total, 
because cleaning costs of $150 per apartm ent are almost 
always deducted. About 30% of the time, the tenants are 
also charged for damages to the apartm ent, which 
typically cost $100 to repair. If a one-year lease is signed 
on a $900 per month apartm ent, what amount would 
Barnel report as refundable security deposit?
A. $1,400
B. $ 500
C. $ 350
D. $ 320
27. For the year ended December 31, 1991, Mont Co.’s 
books showed income of $600,000 before provision for in­
come tax expense. To compute taxable income for federal 
income tax purposes, the following items should be noted:
Income from exempt municipal bonds 
Depreciation deducted for tax purposes 
in excess of depreciation recorded on 
the books
Proceeds received from life insurance 
on death of officer 
Estimated tax payments 
Enacted corporate tax rate
$ 60,000
120,000
100,000
0
30%
Ignoring the alternative minimum tax provisions, what 
amount should Mont report at December 3 1 , 1991, as its 
current federal income tax liability?
A. $ 96,000
B. $114,000
C. $150,000
D. $162,000
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28. Gant Co., which began operations on January 1, 
1991, appropriately uses the installment method of 
accounting. The following information pertains to 
Gant’s operations for the year 1991:
Installment sales $500,000
Regular sales 300,000
Cost of installment sales 250,000
Cost of regular sales 150,000
General and administrative expenses 50,000
Collections on installment sales 100,000
In its December 3 1 , 1991, balance sheet, what amount 
should Gant report as deferred gross profit?
A. $250,000
B. $200,000
C. $160,000
D. $ 75,000
29. Toddler Care Co. offers three payment plans on 
its 12-month contracts. Information on the three plans 
and the number of children enrolled in each plan for 
the September 1 ,  1991, through August 3 1 , 1992, con­
tract year follows:
Plan
In itia l paym ent 
per child
M onthly fees 
per child
Num ber o f 
children
#1 $500 $ - 15
#2 200 30 12
#3 — 50 9
36
Toddler received $9,900 of initial payments on 
September 1 ,  1991, and $3,240 of monthly fees during 
the period September 1 through December 31, 1991. 
In its December 3 1 , 1991, balance sheet, what amount 
should Toddler report as deferred revenues?
A. $3,300
B. $4,380
C. $6,600
D. $9,900
30. Regal Department Store sells gift certificates, 
redeemable for store merchandise, that expire one 
year after their issuance. Regal has the following 
information pertaining to its gift certificates sales and 
redemptions:
Unredeemed at 12/31/90 $ 75,000
1991 sales 250,000
1991 redemptions of prior year sales 25,000
1991 redemptions of current year sales 175,000
Regal’s experience indicates that 10% of gift cer­
tificates sold will not be redeemed. In its December 31, 
1991, balance sheet, what amount should Regal report 
as unearned revenue?
A. $125,000
B. $112,500
C. $100,000
D. $ 50,000
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
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31. During 1990, Manfred Corp. guaranteed a sup­
plier’s $500,000 loan from a bank. On October 1 ,  1991, 
Manfred was notified that the supplier had defaulted 
on the loan and filed for bankruptcy protection. 
Counsel believes Manfred will probably have to pay 
betw een $250,000 and $450,000 under its guarantee. 
As a result of the supplier’s bankruptcy, Manfred 
entered into a contract in December 1991 to retool its 
machines so that Manfred could accept parts from 
other suppliers. Retooling costs are estimated to be 
$300,000. What amount should Manfred report as a 
liability in its December 31, 1991, balance sheet?
A. $250,000
B. $450,000
C. $550,000
D. $750,000
32. Tower Corp. began operations on January 1, 
1990. For financial reporting, Tower recognizes 
revenues from all sales under the  accrual method. 
However, in its income tax re tu rns, Tower reports 
qualifying sales under the installment method. Tower’s 
gross profit on these installment sales under each 
method was as follows:
The income tax rate  is 30% for 1990 and future years. 
There are no other tem porary or perm anent dif­
ferences. In its December 31, 1991, balance sheet, 
what amount should Tower report as a liability for 
deferred income taxes?
A. $840,000
B. $660,000
C. $600,000
D. $360,000
33. On December 29, 1991, Action Corp. signed a 
7-year capital lease for an airplane to transport its 
sports team around the country. The airplane’s fair 
value was $841,500. Action made the first annual lease 
payment of $153,000 on December 31, 1991. Action’s 
incremental borrowing rate was 12%, and the interest 
rate implicit in the lease, which was known by Action, 
was 9%. The following are the rounded present value 
factors for an annuity due:
9% for 7 years 5.5 
12% for 7 years 5.1
What amount should Action report as capital lease 
liability in its December 31, 1991, balance sheet?
A. $841,500
B. $780,300
C. $688,500
D. $627,300
34. On December 30, 1990, Ames Co. leased equip­
m ent under a capital lease for 10 years. It contracted 
to pay $40,000 annual rent on December 3 1 , 1990, and 
on December 31 of each of the next nine years. The 
capital lease liability was recorded at $270,000 on 
December 30, 1990, before the first payment. The 
equipment’s useful life is 12 years, and the interest rate 
implicit in the lease is 10%. Ames uses the straight-line 
method to depreciate all equipment. In recording the 
December 3 1 , 1991, payment, by what amount should 
Ames reduce the capital lease liability?
A. $27,000
B. $23,000
C. $22,500
D. $17,000
35. On June 3 0 , 1992, Lang Co. sold equipment with 
an estim ated  useful life of eleven  years and 
immediately leased it back for ten  years. The equip­
m ent’s carrying amount was $450,000; the sales price 
was $430,000; and the present value of the lease 
payments, which is equal to the fair value of the equip­
ment, was $465,000. In its June 30, 1992, balance 
sheet, w hat amount should Lang report as deferred
Accrual Installm ent loss?
Year method method A. $35,000
B. $20,000
C. $15,000
D. $0
1990 $1,600,000 $ 600,000
1991 2,600,000 1,400,000
36. On April 1 , 1992, Hill Corp. issued 200 of its $1,000 
face value bonds at 101 plus accrued interest. The 
bonds were dated November 1 , 1991, and bear interest 
at an annual rate  of 9% payable semiannually on 
November 1 and May 1. What amount did Hill receive 
from the bond issuance?
A. $194,500
B. $200,000
C. $202,000
D. $209,500
37. During 1992, Lake Co. issued 3,000 of its 9%, 
$1,000 face value bonds at 102½. In connection with 
the sale of these bonds, Lake paid the following 
expenses:
Promotion costs 
Engraving and printing 
Underwriters’ commissions
$ 20,000 
25,000 
200,000
What amount should Lake record as bond issue costs 
to be amortized over the term  of the bonds?
A. $0
B. $220,000
C. $225,000
D. $245,000
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38. On May 1, 1992, Bolt Corp. issued 11% bonds in 
the face amount of $1,000,000 that m ature on May 1, 
2002. The bonds were issued to yield 10%, resulting in 
bond premium of $62,000. Bolt uses the effective 
interest method of amortizing bond premium. Interest 
is payable semiannually on November 1 and May 1. In 
its October 31, 1992, balance sheet, what amount 
should Bolt report as unamortized bond premium?
A. $62,000
B. $60,100
C. $58,900
D. $58,590
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
39. Blue Corp.’s December 31, 1991, balance sheet 
contained the following items in the long-term 
liabilities section:
9¾ % registered debentures, callable in 
2002, due in 2007 $700,000
9½ % collateral trust bonds, convertible 
into common stock beginning in 2000, 
due in 2010 600,000
10% subordinated debentures ($30,000 
maturing annually beginning in 1997) 300,000
What is the total amount of Blue’s term bonds?
A. $ 600,000
B. $ 700,000
C. $1,000,000
D. $1,300,000
40. On April 1 ,  1992, Ash Corp. began offering a new 
product for sale under a one-year warranty. Of the
5,000 units in inventory a t April 1, 1992, 3,000 had 
been sold by June 30, 1992. Based on its experience 
with similar products, Ash estimated that the average 
warranty cost per unit sold would be $8. Actual war­
ranty costs incurred from April 1 through June 30, 
1992, were $7,000. At June 30, 1992, what amount 
should Ash report as estimated warranty liability?
A. $ 9,000
B. $16,000
C. $17,000
D. $33,000
9
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41. Reid Partners, Ltd., which began operations on 
January 1 ,  1990, has elected to use cash-basis account­
ing for tax  purposes and accrual-basis accounting for 
its financial statem ents. Reid reported  sales of 
$175,000 and $80,000 in its tax returns for the years 
ended December 3 1 , 1991 and 1990, respectively. Reid 
reported accounts receivable of $30,000 and $50,000 
in its balance sheets as of December 31, 1991 and 
1990, respectively. What amount should Reid report 
as sales in its income statem ent for the year ended 
December 31, 1991?
A. $145,000
B. $155,000
C. $195,000
D. $205,000
42. Lance Corp.’s statement of cash flows for the year 
ended September 30, 1992, was prepared using the 
indirect method and included the following:
Number 3 (Estim ated t im e ----- 45 to 55 m inutes)
Net income 
Noncash adjustments:
Depreciation expense 
Increase in accounts receivable 
Decrease in inventory 
Decrease in accounts payable
Net cash flows from operating activities
$60,000
9,000
(5,000)
40,000
( 12,000)
$92,000
Lance reported revenues from customers of $75,000 
in its 1992 income statement. What amount of cash did 
Lance receive from its customers during the year 
ended September 30, 1992?
A. $80,000
B. $70,000
C. $65,000
D. $55,000
43. Several of Fox, Inc.’s customers are having cash 
flow problems. Inform ation pertaining to these 
customers for the years ended March 31, 1991 and 
1992, follows:
3/31/91 3/31/92
Sales $10,000 $15,000
Cost of sales 
Cash collections
8,000 9,000
on 1991 sales 7,000 3,000
on 1992 sales — 12,000
If the  cost recovery method is used, w hat amount 
would Fox report as gross profit from sales to these 
customers for the year ended March 31, 1992?
44. Information pertaining to dividends from Wray 
Corp.’s common stock investments for the year ended 
December 31, 1991, follows:
• On September 8, 1991, Wray received a $50,000 
cash dividend from Seco, Inc., in which Wray owns 
a 30% interest. A majority of Wray’s directors are 
also directors of Seco.
• On October 15, 1991, Wray received a $6,000 
liquidating dividend from King Co. Wray owns a 
5% interest in King Co.
• Wray owns a 2% interest in Bow Corp., which 
dec la red  a $200,000 cash  d iv idend  on 
November 27, 1991, to stockholders of record on 
December 15, 1991, payable on January 5, 1992.
What amount should Wray report as dividend income 
in its  incom e s ta te m e n t fo r th e  y ea r ended  
December 31, 1991?
A. $60,000
B. $56,000
C. $10,000
D. $ 4,000
45. Conn Corp. owns an office building and normally 
charges tenants $30 per square foot per year for office 
space. Because the occupancy rate is low, Conn agreed 
to lease 10,000 square feet to Hanson Co. at $12 per 
square foot for the first year of a three-year operating 
lease. Rent for remaining years will be a t the $30 rate. 
Hanson moved into the building on January 1, 1992, 
and paid the first year’s rent in advance. What amount 
of rental revenue should Conn report from Hanson in 
its income statement for the year ended September 30, 
1992?
A. $ 90,000
B. $120,000
C. $180,000
D. $240,000
46. Dahl Co. traded a delivery van and $5,000 cash 
for a newer van owned by West Corp. The following 
information relates to the values of the vans on the 
exchange date:
Carrying value F air value
Old van 
New van
$30,000
40,000
$45,000
50,000
Dahl’s income tax rate  is 30%. What amounts should 
Dahl report as gain on exchange of the vans?
A. $ 2,000 A. $15,000
B. $ 3,000 B. $ 1,000
C. $ 5,000 C. $ 700
D. $15,000 D. $0
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47. On June 3 0 , 1992, King Co. had outstanding 9%, 
$5,000,000 face value bonds maturing on June 30, 
1997. In terest was payable semiannually every 
June 30 and December 31. On June 30, 1992, after 
amortization was recorded for the period, the unamor­
tized bond premium and bond issue costs were $30,000 
and $50,000, respectively. On that date , King acquired 
all its outstanding bonds on the open m arket at 98 and 
retired them. At June 30, 1992, w hat amount should 
King recognize as gain before income taxes on redemp­
tion of bonds?
A. $ 20,000
B. $ 80,000
C. $120,000
D. $180,000
Items 48 through 50 are based on the following:
On December 12 , 1991, Imp Co. entered into three for­
ward exchange contracts, each to purchase 100,000 
francs in 90 days. The relevant exchange rates are as 
follows:
Forward rate
Spot rate (for March 12, 1992) 
December 12, 1991 $.88 $.90
December 31, 1991 .98 .93
48. Imp entered into the first forward contract to 
hedge a purchase of inventory in November 1991, 
payable in March 1992. At December 31, 1991, what 
amount of foreign currency transaction gain should 
Imp include in income from this forward contract?
A. $0
B. $ 3,000
C. $ 5,000
D. $10,000
49. Imp entered into the second forward contract to 
hedge a commitment to purchase equipment being 
manufactured to Imp’s specifications. At December 31, 
1991, what amount of foreign currency transaction 
gain should Imp include in income from this forward 
contract?
A. $0
B. $ 3,000
C. $ 5,000
D. $10,000
50. Imp entered into the third forward contract for 
speculation. At December 31, 1991, w hat amount of 
foreign currency transaction gain should Imp include 
in income from this forward contract?
A. $0
B. $ 3,000
C. $ 5,000
D. $10,000
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
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51. In 1986, Chain, Inc. purchased a $1,000,000 life 
insurance policy on its president, of which Chain is the 
beneficiary. Information regarding the policy for the 
year ended December 31, 1991, follows:
Cash surrender value, 1/1/91 $ 87,000
Cash surrender value, 12/31/91 108,000
Annual advance premium paid 1/1/91 40,000
During 1991, dividends of $6,000 were applied to 
increase the cash surrender value of the policy. What 
amount should Chain report as life insurance expense 
for 1991?
A. $40,000
B. $25,000
C. $19,000
D. $13,000
54. Canary Corp. bases its provision for depletion of 
coal properties on estimates of recoverable reserves 
using the units-of-production method. The unit rate for 
depletion  is de term ined  by dividing th e  to ta l 
unrecovered carrying value of coal properties by the 
proved reserves. Canary’s coal properties had proved 
reserves of 3,000,000 tons when they were acquired 
for $15,000,000. On January 1 ,  1991, proved reserves 
w ere estim ated a t 2,000,000 tons and had an 
unrecovered carrying value of $11,000,000. During 
1991, Canary produced 350,000 tons of coal and sold
400,000 tons. What amount should Canary report as 
depletion expense in its income statement for the year 
ended December 31, 1991?
A. $2,200,000
B. $2,000,000
C. $1,925,000
D. $1,750,000
52. Kent Co.’s advertising expense account had a 
balance of $292,500 at December 3 1 , 1991, before any 
necessary year-end adjustm ent relating to  the 
following:
• Included in the $292,500 is the $30,000 cost of 
printing catalogs for a sales promotional campaign 
in January 1992.
• Radio ad v ertis in g  spo ts b ro ad cas t during  
December 1991 were billed to Kent on January 2, 
1992. Kent paid the $17,500 invoice on January 11, 
1992.
What amount should Kent report as advertising 
expense in its income statem ent for the year ended 
December 31, 1991?
A. $310,000
B. $280,000
C. $262,500
D. $245,000
55. On January 2 ,  1991, Cole Co. signed an eight-year 
noncancelable lease for a new machine, requiring 
$15,000 annual payments at the beginning of each 
year. The machine has a useful life of 12 years, with 
no salvage value. Title passes to Cole at the lease 
expiration date. Cole use straight-line depreciation for 
all of its plant assets. Aggregate lease payments have 
a present value on January 2 ,  1991, of $108,000, based 
on an appropriate rate of interest. For 1991, Cole 
should record depreciation (amortization) expense for 
the leased machine at
A. $0
B. $ 9,000
C. $13,500
D. $15,000
53. Heller Co. incurred the following costs in 1991:
Research and development services 
performed by Kay Corp. for Heller $150,000
Testing for evaluation of new products 125,000
Laboratory research aimed at discovery 
of new knowledge 185,000
What amount should Heller report as research and 
development costs in its income statement for the year 
ended December 31, 1991?
A. $125,000
B. $150,000
C. $335,000
D. $460,000
56. On December 1, 1991, Clark Co. leased office 
space for five years at a monthly rental of $60,000. On 
the same date, Clark paid the lessor the following 
amounts:
First m onth’s rent $ 60,000
Last m onth’s rent 60,000
Security deposit (refundable at lease expiration) 80,000 
Installation of new walls and offices 360,000
What should be Clark’s 1991 expense relating to utiliza­
tion of the office space?
A. $ 60,000
B. $ 66,000
C. $120,000
D. $140,000
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57. On January 1 ,  1991, Harrow Co. as lessee signed 
a five-year noncancellable equipment lease with 
annual payments of $100,000 beginning December 31, 
1991. Harrow treated this transaction as a capital lease. 
The five lease payments have a present value of 
$379,000 at January 1 ,  1991, based on interest of 10%. 
What am ount should Harrow report as interest 
expense for the year ended December 31, 1991?
A. $37,900
B. $27,900
C. $24,200
D. $0
58. On January 1, 1991, Baker Co. decided to grant 
its employees 10 vacation days and five sick days each 
year. Sick days may not be carried over to the next 
year. Each employee took an average of three sick days 
in 1991. During 1991, each of Baker’s six employees 
earned $100 per day and earned 10 vacation days. 
These vacation days were taken during 1992. What 
amount should Baker report for compensated absence 
expense for the year ended December 31, 1991?
A. $0
B. $6,000
C. $7,200
D. $9,000
59. On October 15, 1991, Kam Corp. informed Finn 
Co. that Kam would be unable to repay its $100,000 
note due on October 31 to Finn. Finn agreed to accept 
title to Kam’s computer equipment in full settlem ent 
of the note. The equipm ent’s carrying value was 
$80,000 and its fair value was $75,000. Kam’s tax rate 
is 30%. What amounts should Kam report as ordinary 
gain (loss) and extraordinary gain for the year ended 
September 30, 1992?
Ordinary gain (loss) Extraordinary gain
A. $(5,000) $17,500
B. $0 $20,000
C. $0 $14,000
D. $20,000 $0
60. Milton Co. began operations on January 1, 1989. 
On January 1, 1991, Milton changed its inventory 
method from LIFO to FIFO for both financial and 
income tax reporting. If FIFO had been used in prior 
years, Milton’s inventories would have been higher by 
$60,000 and $40,000 at December 31, 1991 and 1990, 
respectively. Milton has a 3 0 % income tax rate. What 
amount should Milton report as the cumulative effect 
of this accounting change in its income statem ent for 
the year ended December 31, 1991 ?
A. $0
B. $14,000
C. $28,000
D. $42,000
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
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Number 4 consists of two unrelated parts.
Instructions — Number 4(a)
Question Number 4(a) consists of 8 items. Select the 
best answer for each item. Use a No. 2 pencil to 
blacken the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. Answer all items. 
Your grade will be based on the total number of 
correct answers.
During 1992, Sloan, Inc. began a project to con­
struct new corporate headquarters. Sloan purchased 
land with an existing building for $750,000. The land 
was valued at $700,000 and the building at $50,000. 
Sloan planned to demolish the building and construct 
a new office building on the site. Items 61 through 68 
represent various expenditures by Sloan for this 
project.
Required:
For each expenditure in Items 61 through 68, 
select from the list below the appropriate accounting 
treatm ent and blacken the corresponding oval on the 
Objective Answer Sheet.
L. Classify as land and do not depreciate.
B. Classify as building and depreciate.
E. Expense.
Example:
The following is an example of the m anner in 
which the answer sheet should be marked.
Item
99. A rchitect’s fees of $100,000.
Answ er Sheet
Number 4 (Estim ated t im e ----- 45 to 55 minutes) Items to be Answered:
61. Purchase of land for $700,000.
62. Interest of $147,000 on construction financing 
incurred after completion of construction.
63. Interest of $186,000 on construction financing 
paid during construction.
64. Purchase of building for $50,000.
65. $18,500 payment of delinquent real estate taxes 
assumed by Sloan on purchase.
66. $12,000 liability insurance premium during the 
construction period.
67. $65,000 cost of razing existing building.
68. Moving costs of $136,000.
Item Land Building Expense
99    
Number 4(b)
On January 1 ,  1989, Silver Industries, Inc. adopted the 
dollar-value LIFO method of determining inventory 
costs for financial and income tax reporting. The 
following information relates to this change:
• Silver has continued to use the FIFO method, 
which approximates current costs, for internal 
reporting purposes. Silver’s FIFO inventories at 
December 31, 1989, 1990, and 1991 were 
$100,000, $137,500, and $195,000, respectively.
• The FIFO inventory amounts are converted to 
dollar-value LIFO amounts using a single inven­
tory pool and cost indices developed using the 
link-chain method. Silver estimated that the cur­
ren t year cost change indices, which measure 
year-to-year cost changes, were 1.25 for 1990 
and 1.20 for 1991.
Required:
Prepare a schedule showing the computation of 
Silver’s dollar-value LIFO inventory at December 31, 
1990 and 1991. Show all calculations.
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The following condensed trial balance of Powell Corp., 
a publicly-owned company, has been adjusted except 
for income tax expense:
Powell Corp.
CONDENSED TRIAL BALANCE
June 30, 1992
Number 5 (Estim ated t im e ----- 40 to  50 minutes)
Debit Credit
Total assets 
Total liabilities 
5% cumulative 
preferred stock 
Common stock 
Retained earnings 
Machine sales 
Service revenues 
Interest revenue 
Gain on sale of factory 
Cost of sales—machines 
Cost of services 
Administrative expenses 
Research and develop­
m ent expenses 
Interest expense 
Loss from asset disposal
$25,080,000
425,000
100,000
300,000
110,000 
5,000
40,000
$ 9,900,000
2 ,000,000
10,000,000
2,900,000
750,000
250,000 
10,000
250,000
$26,060,000 $26,060,000
Other information and financial data for the year 
ended June 30, 1992, follows:
• The weighted average number of common shares 
outstanding during 1992 was 200,000. The poten­
tial dilution from the exercise of stock options held 
by Powell’s officers and directors was not material. •
• There were no dividends-in-arrears on Powell’s 
preferred stock at July 1, 1991. On May 1, 1992, 
Powell’s directors declared a 5% preferred stock 
dividend to be paid in August 1992.
• During 1992, one of Powell’s foreign factories was 
expropriated by the foreign government, and 
Powell received a $900,000 payment from the 
foreign government in settlement. The carrying 
value of the plant was $650,000. Powell has never 
disposed of a factory.
• A dm inistrative expenses includes a $5,000 
premium payment for a $1,000,000 life insurance 
policy on Powell’s president, of which the corpora­
tion is the beneficiary.
• Powell depreciates its assets using the straight-line 
m ethod for financial reporting purposes and an 
accelerated method for tax purposes. The dif­
ferences betw een book and tax depreciation are 
as follows:
June 30
1992
1993
1994
Financial statements over 
(under) tax  depreciation
$(15,000)
10,000
5,000
There were no other temporary differences.
• Powell’s enacted tax rate for the current and 
future years is 30%. Powell elected early applica­
tion of FASB Statement No. 96, Accounting fo r  
Income Tax es.
Required:
a. Using the single-step format, prepare Powell’s 
income statem ent for the year ended June 30, 1992.
b . Prepare a schedule reconciling Powell’s finan­
cial statem ent net income to taxable income for the 
year ended June 30, 1992.
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November 5 , 1992; 1:30 P.M. to 6:00 P.M.
Q-2 C A N D I D A T E N U M B E R  
 Record your 7-digit candidate number
in the boxes.
T h e  point values for each question, and estimated time allotments based prim arily on point value, are as follows:
Point __ Estimated Minutes___
Value Minimum M a x im u m
No. 1 .......................................... 10 45 55
No. 2 . . ...... ................................ 10 45 55
No. 3 ......................................... 10 45 55
No. 4 ...... ................................... 10 45 55
No. 5 .......................................... 1 0  4 0 5 0
Totals .................. ............. 50 220 270
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
4.1. Record yo u r 7-digit cand id ate  num ber in  the  
boxes provided a t  the upper right-hand  corner of 
th is  page.
2. Q uestion  n u m b ers 1, 2, 3, and 4 should be 
answ ered  on the Objective Answer Sheet, w hich  is  
pages 11 and  12 of yo u r Examination Answer 
Booklet. Y o u  should attem pt to an sw er a ll 
objective item s. T h e re  is  no pen alty  for incorrect  
responses. W o rk  space to solve the objective 
questions is  provided in  th is  Examination 
Question Booklet on pages 3, 5, 7, 9, and 11. B e  
ce rta in  th a t  you have  entered yo ur an sw ers on 
the Objective Answer Sheet before the  
exam in atio n  tim e is  up. T h e  objective portion of 
yo u r exam in atio n  w ill not be graded i f  you fa il to 
record yo u r an sw e rs  on the Objective Answer 
Sheet. Y o u  w ill not be given additional tim e to 
record yo u r an sw ers.
3. Q uestio n  n u m b er 5 should be answ ered  on the  
w o rksheet on page 4 o f the Examination Answer 
Booklet. Su p p o rt yo u r an sw er w ith  properly  
labeled  and leg ible ca lcu la tio n s th a t can  be 
identified  as  sources o f am ounts used to derive  
yo ur fin a l an sw er. I f  you have not completed  
an sw erin g  question 5 on a page, fill in  the  
ap propriate  spaces in  the w ording on the bottom  
of the page " S U P P O R T I N G  C A L C U L A T I O N S
C O N T I N U E  O N  P A G E  ____ I f  you have
com pleted an sw e rin g  question 5, fill in  the  
ap propriate  space in  the w ording on the bottom of
the page " Q U E S T I O N  N U M B E R ____ E N D S  O N
T H I S  P A G E ."
Record  yo u r 7-digit cand id ate  num ber, state , and  
question n u m b er w here ind icated  on pages 4 
through 12.
Additional ruled paper is  av a ilab le  i f  you need it. 
A dditional pages should be num bered 10a, 10b, 
10c, etc. I f  you used ad d itio n al pages record the 
num ber of pages used on page 10, in se rt  
additional pages between pages 8 and 9, close the 
booklet, and stap le . Do not stap le  booklet unless  
you used additional ru led  paper.
5. A lthough the p rim a ry  purpose of the exam ination  
is  to test yo ur know ledge and application  of the 
subject m atter, the ab ility  to organize and 
present such know ledge in  acceptable w ritten  
language m ay be considered by the exam iners.
6. You  are required  to tu rn  in  by the end of each  
session:
a. A ttendance Record Fo rm , front page of 
Ex a m in atio n  A n sw e r Booklet;
b. O bjective A n sw e r Sheet, pages 11 and 12 of 
E x a m in atio n  A n sw e r Booklet;
c. R em ain in g  Portion  of E x a m in a tio n  A n sw er  
Booklet;
d. E x a m in atio n  Q uestion  B ooklet; and
e. A ll unused exam ination  m ateria ls .
Y o u r exam ination  w ill not be graded u n less the 
above listed  item s are  handed in  before leaving  
the exam ination  room.
7. U n le ss  otherw ise in stru cted , i f  you w an t your 
Examination Question Booklet m ailed  to you, 
w rite  yo ur nam e and ad dress in  both places 
indicated on the back  cover and place 52 cents 
postage in  the space provided. Exam in atio n  
Q uestion B ooklets w ill be d istrib u ted  no sooner 
th an  the day follow ing the ad m in istratio n  of th is  
exam ination .
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Instructions
Questions Number 1, 2, and 3 each consist of 20 
multiple-choice items. Select the best answer for each 
of the items. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to 
indicate your answers. Mark only one answer for 
each item. Answer all items. Your grade will be 
based on the total num ber of correct answers.
Number 1 (Estimated tim e----- 45 to 55 minutes)
Select the best answer for each of the following items 
relating to the federal taxation o f individuals, 
estates, and trusts. The answers should be based 
on the Internal Revenue Code and Tax Regulations 
in effect for the tax period specified in the item. 
If no tax period is specified, use the current 
Internal Revenue Code and Tax Regulations.
Item s 1 th ro u g h  5 are based on the following:
Alex and Myra Burg, married and filing Joint income 
tax returns, derive their entire income from the opera­
tion of their retail candy shop. Their 1991 adjusted 
gross income was $50,000. The Burgs itemized their 
deductions on Schedule A for 1991. The following 
unreimbursed cash expenditures were among those 
made by the Burgs during 1991:
Repair and m aintenance of motorized 
wheelchair for physically handicapped 
dependent child $ 300
Tuition, meals, and lodging at special school 
for physically handicapped dependent child 
in the institution primarily for the avail­
ability of medical care, with meals and 
lodging furnished as necessary incidents to 
that care 4,000
State income tax 1,200
Self-employment tax 7,650
Four tickets to a theatre party sponsored by 
a qualified charitable organization; not 
considered a business expense; similar 
tickets would cost $25 each at the box office 160
Repair of glass vase accidentally broken in 
home by dog; va.se cost $500 in 1989; fair 
value $600 before accident and $200 after 
accident 90
Fee for breaking lease on prior apartm ent 
residence located 20 miles from new 
residence 500
Security deposit placed on apartm ent at new 
location 900
1. Without regard to the adjusted gross income 
percentage threshold, w hat amount may the Burgs 
claim in their 1991 return  as qualifying medical 
expenses?
A. $0
B. $ 300
C. $4,000
D. $4,300
2. What amount should the Burgs deduct for taxes 
in their itemized deductions on Schedule A for 1991?
A. $1,200
B. $3,825
C. $5,025
D. $7,650
3. What amount should the Burgs deduct for gifts to 
charity in their itemized deductions on Schedule A for 
1991?
A. $160
B. $100
C. $ 60
D. $0
4. Without regard to the $100 “ floor” and the 
adjusted gross income percentage threshold, what 
amount should the Burgs deduct for the casualty loss 
in their itemized deductions on Schedule A for 1991?
A. $0
B. $ 90
C. $300
D. $400
5. What amount should the Burgs deduct for mov­
ing expenses in their itemized deductions on Schedule 
A for 1991?
A. $0
B. $ 500
C. $ 900
D. $1,400
6. On April 15, 1992, a married couple filed their 
joint 1991 calendar-year return showing gross income 
of $120,000. Their return  had been prepared by a pro­
fessional tax preparer who mistakenly omitted $45,000 
of income, which the preparer in good faith considered 
to be nontaxable. No information with regard to this 
omitted income was disclosed on the return or attached 
statements. By w hat date must the Internal Revenue 
Service assert a notice of deficiency before the statute 
of limitations expires?
A. April 15, 1998.
B. December 31, 1997.
C. April 15, 1995.
D. December 31, 1994.
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7. A claim for refund of erroneously paid income 
taxes, filed by an individual before the statu te of 
limitations expires, must be submitted on Form
A. 843
B. 1040X
C. 1045
D. 1139
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
8. Ryan, age 57, is single with no dependents. In 
1992, Ryan’s principal residence was sold for the net 
amount of $400,000 after all selling expenses. Ryan 
bought the house in 1963 and occupied it until sold. On 
the date of sale, the house had a basis of $180,000. 
Ryan does not intend to buy another residence. What 
is the maximum exclusion of gain on sale of the 
residence that may be claimed in Ryan’s 1992 income 
tax return?
A. $220,000
B. $125,000
C. $ 62,500
D. $0
9. Blake, a single individual age 67, had a 1991 
adjusted gross income of $60,000 exclusive of social 
security benefits. Blake received social security 
benefits of $8,400 and interest of $1,000 on tax-exempt 
obligations during 1991. What amount of social security 
benefits is excludible from Blake’s 1991 taxable 
income?
A. $0
B. $4,200
C. $4,700
D. $8,400
10. For head of household filing status, which of the 
following costs are considered in determining whether 
the taxpayer has contributed more than one-half the 
cost of maintaining the household?
Food consumed 
in the home
Value of services 
rendered in  the 
home by the taxp a yer
A. Yes Yes
B. No No
C. Yes No
D. No Yes
11. To qualify for the child care credit on a joint 
return, at least one spouse must
Have an adjusted Be gain fu lly  em ployed
gross income o f when related expenses
$10,000 or less are incurred
A. Yes Yes
B. No No
C. Yes No
D. No Yes
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12. A 
income 
A.
B.
C.
D.
cash-basis taxpayer should report gross
For the year in which income is either 
actually or constructively received, whether 
in cash or in property.
For the year in which income is either 
actually or constructively received in cash 
only.
Only for the year in which income is actually 
received w hether in cash or in property. 
Only for the year in which income is actually 
received in cash.
13. Unless the Internal Revenue Service consents to 
a change of method, the accrual method of tax 
reporting is mandatory for a sole proprietor when there 
are
Accounts receivable 
fo r  services rendered
A. Yes
B. Yes
C. No
D. No
Year-end
merchandise
inventories
Yes
No
No
Yes
14. Under a “ cafeteria plan’’ maintained by an 
employer,
A . Participation must be restricted to employees, 
and their spouses and minor children.
B. At least th ree years of service are required 
before an employee can participate in the 
plan.
C. Participants may select their own menu of 
benefits.
D. Provision may be made for deferred compen­
sation other than  401(k) plans.
15. Lee qualified as head of a household for 1991 tax 
purposes. Lee’s 1991 taxable income was $100,000, 
exclusive of capital gains and losses. Lee had a net long­
term loss of $8,000 in 1991. What amount of this capital 
loss can Lee offset against 1991 ordinary income?
A. $0
B. $3,000
C. $4,000
D. $8,000
16. Clark filed Form 1040EZ for the 1991 taxable 
year. In July 1992, Clark received a state income tax 
refund of $900, plus interest of $10, for overpayment 
of 1991 state income tax. What amount of the state tax 
refund and interest is taxable in Clark’s 1992 federal 
income tax return?
A. $0
B. $ 10
C. $900
D. $910
17. Platt owns land that is operated as a parking lot. 
A shed was erected on the lot for the related transac­
tions with customers. With regard to capital assets and 
Section 1231 assets, how should these assets be 
classified?
Land Shed
A. Capital Capital
B. Section 1231 Capital
C. Capital Section 1231
D. Section 1231 Section 1231
18. Among which of the following related parties are 
losses from sales and exchanges n o t recognized for tax 
purposes?
A. Father-in-law and son-in-law.
B. Brother-in-law and sister-in-law.
C. Grandfather and granddaughter.
D. A ncestors, lineal descendants, and all 
in-laws.
19. Feld, the sole stockholder of Maki Corp., paid 
$50,000 for Maki’s stock in 1985. In 1991, Feld con­
tributed a parcel of land to Maki but was not given any 
additional stock for this contribution. Feld’s basis for 
the land was $10,000, and its fair m arket value was 
$18,000 on the date of the transfer of title. What is 
Feld’s adjusted basis for the Maki stock?
A. $50,000
B. $52,000
C. $60,000
D. $68,000
20. Which of the following credits may be offset 
against the gross estate tax to determine the net estate 
tax of a U.S. citizen?
Unified
Credit fo r  gift 
taxes paid  on gifts
credit made after 1976
A. Yes Yes
B. No No
C. No Yes
D. Yes No
N um ber 2 (E stim ated  t im e ----- 45 to  55 m inutes)
Select the b e s t answer for each of the following items 
relating to a  v a rie ty  o f m anageria l accounting  
p rob lem s.
21. Yola Co. m anufactures one product with a stan­
dard direct labor cost of four hours at $12.00 per hour. 
During June, 1,000 units were produced using 4,100 
hours at $12.20 per hour. The unfavorable direct labor 
efficiency variance was
A. $1,220
B. $1,200
C. $ 820
D. $ 400
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22. Sago Co. uses regression analysis to develop a 
model for predicting overhead costs. Two different 
cost drivers (machine hours and direct materials 
weight) are under consideration as the independent 
variable. Relevant data were run on a computer using 
one of the standard regression programs, with the 
following results:
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
Machine hours
Y Intercept 
B
R2 = .70
Coefficient
2,500
5.0
Direct m aterials weight
Y Intercept 
B
R2 = .50
4,600
2.6
Which regression equation should be used?
A. Y=2,500 + 5.0X
B. Y=2,500 + 3.5X
C. Y=4,600+2.6X
D. Y=4,600 + 1.3X
23. Ral Co.’s target gross margin is 60% of the selling 
price of a product that costs $5.00 per unit. The pro­
duct’s selling price per unit should be
A. $17.50
B. $12.50
C. $ 8.33
D. $ 7.50
24. Carr Co. had an unfavorable materials usage 
variance of $900. What amounts of this variance 
should be charged to each department?
Purchasing Warehousing M anufacturing
A. $0 $0 $900
B. $0 $900 $0
C. $300 $300 $300
D. $900 $0 $0
25. The following information pertains to Roe Co.’s 
1991 m anufacturing operations:
Standard direct labor hours per unit 2
Actual direct labor hours 10,500
Number of units produced 5,000
Standard variable overhead per standard 
direct labor hour $3
Actual variable overhead $28,000
Roe’s 1991 unfavorable variable overhead efficiency 
variance was
A. $0
B. $1,500
C. $2,000
D. $3,500
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26. In Belk Co.’s “just-in-time” production system, 
costs per set-up were reduced from $28 to $2. In the 
process of reducing inventory levels, Belk found that 
there were fixed facility and administrative costs that 
previously had not been included in the carrying cost 
calculation. The result was an increase from $8 to $32 
per unit per year. What were the effects of these 
changes on Belk’s economic lot size and relevant costs?
Lot Size Relevant costs
A. Decrease Increase
B. Increase Decrease
C. Increase Increase
D. Decrease Decrease
27. Spar Co. calculated the following ratios for one of 
its profit centers:
Gross margin 
Return on sales 
Capital turnover
30% 
25% 
.5 times
What is Spar’s
center?
A. 7.5%
B. 12.5%
C. 15.0%
D. 25.0%
30. Following are Mill Co.’s production costs for 
October:
Direct materials 
Direct labor 
Factory overhead
$ 100,000
90,000
4,000
What amount of costs should be traced to specific 
products in the production process?
A. $194,000
B. $190,000
C. $100,000
D. $ 90,000
31. In connection with a standard cost system being 
developed by Flint Co., the following information is 
being considered with regard to standard hours 
allowed for output of one unit of product:
Hours
Average historical performance for the past 
three years 1.85
Production level to satisfy average consumer 
demand over a seasonal time span 1.60
Engineering estimates based on attainable 
performance 1.50
Engineering estimates based on ideal 
performance 1.25
28. Kim Co.’s profit center Zee had 1991 operating 
income of $200,000 before a $50,000 imputed interest 
charge for using Kim’s assets. Kim’s aggregate net 
income from all of its profit centers was $2,000,000. 
During 1991, Kim declared and paid dividends of 
$30,000 and $70,000 on its preferred and common 
stock, respectively. Zee’s 1991 residual income was
A. $140,000
B. $143,000
C. $147,000
D. $150,000
29. Jones, a departm ent manager, exercises control 
over the departm ent’s costs. Following is selected in­
formation relating to the departm ent for July:
Variable factory overhead
Budgeted based on standard hours allowed $80,000 
Actual 85,000
Fixed factory overhead
Budgeted 25,000
Actual 27,000
The departm ent’s unfavorable spending variance for 
July was
To measure controllable production inefficiencies, 
what is the best basis for Flint to use in establishing 
standard hours allowed?
A. 1.25
B. 1.50
C. 1.60
D. 1.85
32. Mig Co., which began operations in 1991, 
produces gasoline and a gasoline by-product. The 
following information is available pertaining to 1991 
sales and production:
Total production costs to split-off point $120,000 
Gasoline sales 270,000
By-product sales 30,000
Gasoline inventory, 12/31/91 15,000
Additional by-product costs:
Marketing 10,000
Production 15,000
Mig accounts for the by-product at the time of produc­
tion. What are Mig’s 1991 cost of sales for gasoline and 
the by-product?
Gasoline By-product
A. $7,000 A. $105,000 $25,000
B. $5,000 B. $115,000 $0
C. $2,000 C. $108,000 $37,000
D. $0 D. $100,000 $0
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33. Cay Co.’s 1991 fixed manufacturing overhead 
costs totaled $100,000, and variable selling costs 
totaled $80,000. Under direct costing, how should 
these costs be classified?
Period costs Produ ct costs
A. $0 $180,000
B. $ 80,000 $100,000
C. $100,000 $ 80,000
D. $180,000 $0
34. Cook Co.’s total costs of operating five sales 
offices last year were $500,000, of which $70,000 
represented fixed costs. Cook has determined that 
total costs are significantly influenced by the number 
of sales offices operated. Last year’s costs and number 
of sales offices can be used as the bases for predicting 
annual costs. What would be the budgeted costs for the 
coming year if Cook were to operate seven sales 
offices?
A. $700,000
B. $672,000
C. $614,000
D. $586,000
35. Lon Co.’s budget committee is preparing its 
master budget on the basis of the following projections:
Sales
Decrease in inventories 
Decrease in accounts payable 
Gross margin
$2,800,000
70,000
150,000
40%
What are Lon’s estimated cash disbursements for 
inventories?
A. $1,040,000
B. $1,200,000
C. $1,600,000
D. $1,760,000
36. The following information pertains to Syl Co.:
Sales
Variable costs 
Fixed costs
$800,000
160,000
40,000
What is Syl’s breakeven point in sales dollars?
A. $200,000
B. $160,000
C. $ 50,000
D. $ 40,000
37. Neu Co. is considering the purchase of an invest­
m ent that has a positive net present value based on 
Neu’s 12% hurdle rate. The internal rate of return 
would be
A. 0.
B. 12%.
C. >  12%.
D. < 12%.
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
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38. Major Corp. is considering the purchase of a new 
machine for $5,000 that will have an estimated useful 
life of five years and no salvage value. The machine 
will increase Major’s after-tax cash flow by $2,000 
annually for five years. Major uses the straight-line 
method of depreciation and has an incremental bor­
rowing rate of 10%. The present value factors for 10% 
are as follows:
Ordinary annuity with five payments 
Annuity due for five payments
3.79
4.17
Using the payback method, how many years will it take 
to pay back Major’s initial investment in the machine?
A. 2.50
B. 5.00
C. 7.58
D. 8.34
39. Lin Co. is buying machinery it expects will 
increase average annual operating income by $40,000. 
The initial increase in the required investment is 
$60,000, and the average increase in required invest­
m ent is $30,000. To compute the accrual accounting 
rate of return, w hat amount should be used as the 
num erator in the ratio?
A. $20,000
B. $30,000
C. $40,000
D. $60,000
40. The following information pertains to Krel Co.’s 
computation of net present value relating to a con­
tem plated project:
Discounted expected cash inflows $1,000,000
Discounted expected cash outflows 700,000
Net present value is
A. $ 300,000
B. $ 700,000
C. $ 850,000
D. $1,000,000
Number 3 (Estimated tim e----- 45 to 55 minutes)
Select the best answer for each of the following items 
relating to a variety o f financial accounting 
problems.
41. On May 18, 1992, Sol Corp.’s board of directors 
declared a 10% stock dividend. The m arket price of 
Sol’s 3,000 outstanding shares of $2 par value common 
stock was $9 per share on that date. The stock dividend 
was distributed on July 21, 1992, when the stock’s 
m arket price was $10 per share. What amount should 
Sol credit to additional paid-in capital for this stock 
dividend?
A. $2,100
B. $2,400
C. $2,700
D. $3,000
42. Cross Corp. had outstanding 2,000 shares of 11% 
preferred stock, $50 par. On August 8, 1992, Cross 
redeemed and retired 25% of these shares for $22,500. 
On that da te , Cross’ additional paid-in capital from 
preferred stock totaled $30,000. To record this trans­
action, Cross should debit (credit) its capital accounts 
as follows:
Preferred Additional Retained
stock paid-in  capital earnings
A. $25,000 $7,500 ($10,000)
B. $25,000 — ($ 2,500)
C. $25,000 ($2,500) —
D. $22,500 — —
43. Boe Corp.’s stockholders’ equity at December 31, 
1991, was as follows:
6% noncumulative preferred stock,
$100 par (liquidation value $105 
per share) $100,000
Common stock, $10 par 300,000
Retained earnings 95,000
At December 3 1 , 1991, Boe’s book value per common 
share was
A. $13.17
B. $13.00
C. $12.97
D. $12.80
44. On July 1, 1992, Cove Corp., a closely-held cor­
poration, issued 6% bonds with a m aturity value of 
$60,000, together with 1,000 shares of its $5 par value 
common stock, for a  combined cash amount of 
$110,000. The m arket value of Cove’s stock cannot be 
ascertained. If the bonds were issued separately, they 
would have sold for $40,000 on an 8% yield to maturity 
basis. What amount should Cove report for additional 
paid-in capital on the issuance of the stock?
A. $75,000
B. $65,000
C. $55,000
D. $45,000
45. Mio Corp. was the sole stockholder of Plasti Corp. 
On September 30, 1991, Mio declared a property divi­
dend of Plasti’s 2,000 outstanding shares of $1 par 
va lue  com m on stock , d is tr ib u tab le  to  Mio’s 
stockholders. On that date, the book value of Plasti’s 
stock was $1.50 per share. Immediately after the 
distribution, the m arket value of Plasti’s stock was 
$4.50 per share. What amount should Mio report in its 
1991 financial statem ents as gain on disposal of the 
Plasti stock?
A. $1,000
B. $2,000
C. $3,000
D. $6,000
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46. On January 2, 1991, Air, Inc. agreed to pay its 
former president $300,000 under a deferred compen­
sation arrangement. Air should have recorded this 
expense in 1990 but did not do so. Air’s reported 
income tax expense would have been $70,000 lower 
in 1990 had it properly accrued this deferred compen­
sation. In its December 3 1 , 1991, financial statements, 
Air should adjust the beginning balance of its retained 
earnings by a
A. $230,000 credit.
B. $230,000 debit.
C. $300,000 credit.
D. $370,000 debit.
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
47. In September 1987, Cal Corp. made a dividend 
distribution of one right for each of its 240,000 shares 
of outstanding common stock. Each right was exer­
cisable for the purchase of 1/100 of a share of Cal's $50 
variable rate preferred stock at an exercise price of $80 
per share. On March 20, 1992, none of the rights had 
been exercised, and Cal redeemed them by paying each 
stockholder $0.10 per right. As a result of this redemp­
tion, Cal’s stockholders’ equity was reduced by
A. $ 240
B. $ 4,800
C. $24,000
D. $72,000
Items 48 and 49 are based on the following;
Cor-Eng Partnership was formed on January 2, 1991. 
Under the partnership agreement, each partner has an 
equal initial capital balance accounted for under the 
goodwill method. Partnership net income or loss is 
allocated 60% to Cor and 40% to Eng. To form the part­
nership, Cor originally contributed assets costing 
$30,000 with a fair value of $60,000 on January 2, 
1991, while Eng contributed $20,000 in cash. Drawings 
by the partners during 1991 totaled $3,000 by Cor and 
$9,000 by Eng. Cor-Eng’s 1991 net income was 
$25,000.
48. Eng’s initial capital balance in Cor-Eng is
A. $20,000
B. $25,000
C. $40,000
D. $60,000
49. Cor’s share of Cor-Eng’s 1991 net income is
A. $15,000
B. $12,500
C. $12,000
D. $ 7,800
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50. On December 31, 1991, Pack Corp.’s board of 
directors canceled 50,000 shares of $2.50 par value 
common stock held in treasury at an average cost of 
$13 per share. Before recording the cancellation of the 
treasury stock, Pack had the following balances in its 
stockholder’s equity accounts:
Common stock 
Additional paid-in capital 
Retained earnings 
Treasury stock, at cost
$540,000
750,000
900,000
650,000
In its balance sheet at December 31, 1991, Pack 
should report common stock outstanding of
A. $0
B. $250,000
C. $415,000
D. $540,000
51. Brad Corp. has unconditional purchase obliga­
tions associated with product financing arrangements. 
These obligations are reported as liabilities on Brad’s 
balance sheet, with the related assets also recognized. 
In the notes to Brad’s financial statements, the 
aggregate amount of payments for these obligations 
should be disclosed for each of how many years follow­
ing the date of the latest balance sheet?
A. 0
B. 1
C. 5
D. 10
52. On March 15, 1992, Krol Co. paid property taxes 
of $90,000 on its office building for the calendar year 
1992. On April 1, 1992, Krol paid $150,000 for unan­
ticipated repairs to its office equipment. The repairs 
will benefit operations for the remainder of 1992. What 
is the total amount of these expenses that Krol should 
include in its quarterly income statem ent for the three 
months ended June 30, 1992?
A. $172,500
B. $ 97,500
C. $ 72,500
D. $ 37,500
53. During January 1992, Haze Corp. won a litigation 
award for $15,000 which was tripled to $45,000 to 
include punitive damages. The defendant, who is 
financially stable, has appealed only the $30,000 
punitive damages. Haze was awarded $50,000 in an 
unrelated suit it filed, which is being appealed by the 
defendant. Counsel is unable to estimate the outcome 
of these appeals. In its 1992 financial statem ents, Haze 
should report what amount of pretax gain?
A. $15,000
B. $45,000
C. $50,000
D. $95,000
Items 54 and 55 are based on the following:
Grum Corp., a publicly-owned corporation, is subject 
to the requirem ents for segment reporting. In its 
income statem ent for the year ended December 31, 
1991, Grum reported  revenues of $50,000,000, 
operating expenses of $47,000,000, and net income of 
$3,000,000. Operating expenses include payroll costs 
of $15,000,000. Grum’s combined identifiable assets of 
all industry segments at December 31, 1991, were 
$40,000,000.
54. In its 1991 financial statements, Grum should 
disclose major customer data if sales to any single 
customer amount to a t least
A. $ 300,000
B. $1,500,000
C. $4,000,000
D. $5,000,000
55. In its 1991 financial statements, Grum should 
disclose foreign operations data if revenues from
foreign operations are at least
A. $5,000,000
B. $4,700,000
C. $4,000,000
D. $1,500,000
56. On June 1, 1991, Oak Corp. granted stock options 
to certain key employees as additional compensation. 
The options were for 1,000 shares of Oak’s $2 par value 
common stock at an option price of $15 per share. 
Market price of this stock on June 1, 1991, was $20 per 
share. The options w ere exercisable beginning 
January 2 ,  1992, and expire on December 3 1 , 1993. On 
April 1 ,  1992, when Oak’s stock was trading at $21 per 
share, all the options were exercised. What amount of 
pretax compensation should Oak report in 1991 in con­
nection with the options?
A. $6,000
B. $5,000
C. $2,500
D. $2,000
57. Clint owns 50% of Vohl Corp.’s common stock. 
Clint paid $20,000 for th is stock in 1986. At 
December 31, 1991, Clint’s 50% stock ownership in 
Vohl had a fair value of $180,000. Vohl’s cumulative 
net income and cash dividends declared for the five 
years ended December 31, 1991, were $300,000 and 
$40,000, respectively. In Clint’s personal statem ent of 
financial condition at December 31, 1991, what 
amount should be shown as the investment in Vohl?
A. $ 20,000
B. $150,000
C. $170,000
D. $180,000
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58. Jen  has been employed by Komp, Inc. since 
February 1, 1989. Jen is covered by Komp’s Section 
401(k) deferred compensation plan. Jen ’s contribu­
tions have been 10% of salaries. Komp has made 
matching contributions of 5%. Je n ’s salaries were 
$21,000 in 1989, $23,000 in 1990, and $26,000 in 1991. 
Employer contributions vest after an employee com­
pletes three years of continuous employment. The 
balance in Je n ’s 401(k) account was $11,900 at 
December 3 1 , 1991, which included earnings of $ 1,200 
on Je n ’s contributions. What amount should be 
reported for Jen ’s vested interest in the 401(k) plan in 
Jen ’s December 3 1 , 1991, personal statement of finan­
cial condition?
A. $11,900
B. $ 8,200
C. $ 7,000
D. $ 1,200
59. The following inform ation perta ins to  an 
insurance policy that Barton owns on his life:
Face amount $100,000
Accumulated premiums paid up 
to December 31, 1991 8,000
Cash value at December 31, 1991 12,000
Policy loan 3,000
In Barton’s personal statem ent of financial condition 
at December 31, 1991, what amount should be 
reported for the investment in life insurance?
A. $97,000
B. $12,000
C. $ 9,000
D. $ 8,000
60. The following information pertains to shipments 
of merchandi.se from Home Office to Branch during 
1991:
Home Office's cost of merchandise $160,000 
Intracompany billing 200,000
Sales by Branch 250,000
Unsold merchandise at Branch on 
December 31, 1991 20,000
In the combined income statement of Home Office and 
Branch for the year ended December 31, 1991, what 
amount of the above transactions should be included 
in sales?
A. $250,000
B. $230,000
C. $200,000
D. $180,000
MULTIPLE-CHOICE WORK SPACE
This information will not be graded. Only answers recorded 
on the Objective Answer Sheet will be graded.
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Number 4 (Estimated t im e-----45 to 55 minutes)
Instructions
Question Number 4 consists of 20 items relating to a municipal government. Select the best answer for each item. 
Use a No. 2 pencil to blacken the appropriate ovals on the Objective Answer Sheet to indicate your answers. Answer 
all items. Your grade will be based on the total number of correct answers.
Items 61 through 70, in the  left-hand column represent various transactions pertaining to a municipality that uses 
encumbrance accounting. To the right of these items is a  listing of possible ways to record the transactions. Items 71 
through 80, also listed in the left-hand column, represent the funds, accounts, and account groups used by the 
municipality. To the right of these items is a list of possible accounting and reporting methods.
Required:
a. For each of the municipality’s transactions (Items 61 through 70), select the appropriate recording of the 
transaction and blacken the corresponding oval on the Objective Answer Sheet. A method of recording the transac­
tions may be selected once, more than once, or not at all.
b. For each of the municipality’s funds, accounts, and account groups (Items 71 through 80), select the appropriate 
method of accounting and reporting and blacken the corresponding oval on the Objective Answer Sheet. An account­
ing and reporting m ethod may be selected once, more than  once, or not at all.
Example:
The following is an example of the m anner in which the answer sheet should be marked.
Examination Questions —  November 1992
Item
Transactions
99. Payment of a previously recorded voucher.
Recording of Transactions 
D. Debit vouchers payable.
Answ er Sheet
item Recording of Transactions (select one)
99
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Number 4 (continued) 
Items to be Answered:
a. Transactions
61. General obligation bonds were issued a t par.
62. Approved purchase orders were issued for supplies.
63. The above-mentioned supplies were received and the 
related invoices were approved.
64. General fund salaries and wages were incurred.
65. The internal service fund had interfund billings.
66. Revenues were earned from a previously awarded 
grant.
67. Property taxes were collected in advance.
68. Appropriations were recorded on adoption of the 
budget.
69. Short-term financing was received from a bank, 
secured by the city’s taxing power.
70. There was an excess of estimated inflows over 
estimated outflows.
Recording of Transactions
A. Credit appropriations control.
B. Credit budgetary fund balance — unreserved.
C. Credit expenditures control.
D. Credit deferred revenues.
E. Credit interfund revenues.
F. Credit tax anticipation notes payable.
G. Credit other financing sources.
H. Credit other financing uses.
I. Debit appropriations control.
J. Debit deferred revenues.
K. Debit encumbrances control.
L. Debit expenditures control.
b. Funds, Accounts, and Account Groups
71. Enterprise fund fixed assets.
72. Capital projects fund.
73. General fixed assets.
74. Infrastructure fixed assets.
75. Enterprise fund cash.
76. General fund.
77. Agency fund cash.
78. General long-term debt.
79. Special revenue fund.
80. Debt services fund.
Accounting and Reporting by Funds and Account Groups
A. Accounted for in a fiduciary fund.
B. Accounted for in a proprietary fund.
C. Accounted for in a quasi-endowment fund.
D. Accounted for in a self-balancing account group.
E. Accounted for in a special assessment fund.
F. Accounts for major construction activities.
G. Accounts for property tax revenues.
H. Accounts for payment of interest and principal on 
tax supported debt.
I. Accounts for revenues from earmarked sources 
to finance designated activities.
J. Reporting is optional.
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Number 5 (Estimated t im e----- 40 to 50 minutes)
On January 2 ,  1991, Dali and Conti established and started operating Perle Restaurant, in which both actively participate 
as equal partners. Perle’s income statem ent for the year ended December 31, 1991, is presented below and on page 4 
of the Examination Answer Booklet.
Sales
Cost of sales
Gross profit 
Operating expenses:
Salaries and wages (excluding partners)
Less jobs credit
Guaranteed payments to partners 
Amortization of perm anent liquor license 
Annual liquor license fee 
Depreciation
Partners health insurance premiums 
Contributions to defined benefit (Keogh) pension plan 
Charitable contribution
Operating (ordinary) income 
Other income (loss):
Dividends
Rental
Total
Other expense:
Interest on investment debt 
Total income
$179,000
9,000 $170,000
100,000
1,000
500
26,000
8,000
12,500
50,000
1,600
(300)
1,300
(800)
$900,000
360,000
540,000
368,000
172,000
500
$172,500
A dditional information: *•
• Dali and Conti share profits and losses equally.
• The Jobs credit pertains to qualified wages paid to an approved target group.
• Guaranteed payments to partners are for services rendered and are determined without regard to partnership 
income.
• In addition to the guaranteed payments, Dali and Conti each drew  $29,000. These drawings were unrelated to the 
guaranteed payments.
• The perm anent liquor license was purchased for $5,000 from a cafe that had gone out of business. This license, 
which is renewable for an indefinite period, is being amortized over the 5-year term  of Perle’s lease.
• The cost of depreciable personal property used in the restaurant operations was $200,000. Perle elected to expense 
the maximum amount allowable for these Section 179 assets. The $26,000 depreciation includes the Section 179 
deduction.
• The health insurance premiums were paid for services rendered by the partners w ithout regard to partnership 
income. The value of the premiums to the partners equaled the cost of this coverage.
• Guaranteed payments to partners and partners’ health insurance premiums are divided equally betw een Dali and 
Conti.
• Of the $12,500 contributions to the defined benefit (Keogh) pension plan, $7,000 W a s  paid on behalf of the partners.
• The $50,000 charitable contribution is the adjusted basis of stock that had been bought as an investment. Its fair 
m arket value was $53,000 when it was donated to a qualified charitable organization.
• Perle sustained a $300 net loss on the rental of a vacant lot unrelated to the restaurant operations.
R e q u ir e d :
Complete the worksheet on page 31 of the  Examination Answer Booklet to  show the adjusted amounts that should
appear for:
Perle’s Income and Deductions on page 1 of Form 1065, Partnership Return.
Perle’s Schedule K, Partners’ Shares of Income, Credits, Deductions, Etc.
Dali’s Schedule K-1, Partner’s Share of Income, Credits, Deductions, Etc.
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ACCOUNTING PRACTICE — PART II
Question N um ber 5
Record your 7-digit 
candidate number 
in the boxes.   
C A N D ID A TE N U M B E R
Dali and Conti, D /B/ A 
Perle Restaurant 
TAX W ORKSHEET  
For the Year Ended December 31, 1991
State
P a g e
Income
Statem ent A djustm ents
Perle’s 
Income 
& Deductions
Perle's 
Schedule K
Dali's
Schedule K-1
Sales 9 0 0 ,0 0 0
Cost of Sales 3 6 0 .0 0 0
Gross profit 5 4 0 ,0 0 0
Operating expenses:
Salaries and wages 
(excluding partners) 1 7 9 ,0 0 0
Less jobs credit (9 ,0 0 0 )
Guaranteed payments to 
partners 1 0 0 , 0 0 0
Amortization of permanent 
liquor license 1, 000
Annual liquor license fee 500
Depreciation 2 6 , 0 0 0
Section 179 expense 
deduction
Partners’ health insurance 
premiums 8, 000
Keogh contributions 12 , 500
Charitable contribution 5 0 , 0 0 0
Total operating expenses 3 6 8 , 0 0 0
Operating (ordinary) income 1 7 2 , 0 0 0
Other income (loss):
Dividends 1, 600
Rental (300)
Other expense:
Interest on investment debt ( 800)
Total income 1 7 2 , 5 0 0
SUPPORTING CALCULATIONS CONTINUE ON PAGE__ . / or QUESTION NUMBER ____ ENDS ON THIS PAGE.
PLEASE DO NOT MARK IN THIS A R EA!
31
SERIAL NO.
AUDITING
November 5 , 1992; 8:30 A.M. to 12:00 Noon
 — CANDIDATE NUMBER
   
Record your 7-d igit candidate number 
in  the boxes.
T h e point values for each question, and esti mated time allotments based prim arily on point value, are as follows:
No. 1 
No. 2 . . .  
No. 3 . . .  
No. 4 ...  
No. 5 ...
Totals
Point __Estimated Minutes
Value Minimum Maximum
60 90 no
10 15 25
10 15 25
10 15 25
10 15
100 150
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. Record yo ur 7-digit can d id ate  num ber in  the  
boxes provided a t  the upper right-hand corner of 
th is  page.
2. Q uestio n  n u m b ers 1 and 2 should be answ ered  on 
the Objective Answer Sheet, w hich  is  pages 15 
and 16 o f yo u r Examination Answer Booklet. You  
should attem p t to an sw er a ll objective item s. 
T h e re  is  no p en alty  for in co rrect responses. S ince  
the objective item s are  com puter-graded, your  
com m ents and ca lcu la tio n s associated w ith  them  
are  not considered . B e  ce rta in  th a t you have  
entered yo u r an sw e rs  on the Objective Answer 
Sheet before the exam ination  tim e is  up. T h e  
objective portion o f yo ur exam ination  w ill not be 
graded i f  you fa il to record yo u r an sw ers on the  
Objective Answer Sheet. Yo u  w ill not be given  
ad d itio nal tim e to record yo u r an sw ers.
3. Q uestio n  n u m b ers 3, 4 , and 5 should be answ ered  
beg inning on page 3 o f the Examination Answer 
Booklet. I f  you have not com pleted an sw ering  a 
question on a page, f ill in  the appropriate spaces 
in  the w ording on the bottom of the page
"Q U E S T I O N  N U M B E R ____ C O N T I N U E S  O N
P A G E ____ I f  you have  com pleted an sw ering  a
question, fill in  the appropriate  space in  the  
w ording on the bottom of the page " Q U E S T IO N
N U M B E R ____ E N D S  O N  T H I S  P A G E . " A lw a ys
begin the s ta r t  o f an  an sw e r to a question on the  
top o f a  new page.
Record yo u r 7-d ig it can d id ate  num ber, state, and  
question num b er w here ind icated  on pages 3 
through 14.
4. Additional ruled paper is  av a ilab le  i f  you need it. 
A dditional pages should be num bered 14a, 14b, 
14c, etc. I f  you used ad d itio n al pages record the 
num ber of pages used on page 14, in se rt  
additional pages between pages 12 and 13, close 
the booklet, and stap le . Do not stap le booklet 
u n less you used add itional ru led  paper.
5. A lthough the p rim a ry  purpose of the exam ination  
is  to test yo ur knowledge and application  of the  
subject m atter, the a b ility  to organize and 
present such know ledge in  acceptable w ritten  
language m ay be considered by the exam iners.
6 . You are required  to tu rn  in  by the end of each  
session:
a. A ttendance Record Fo rm , front page of 
E x a m in atio n  A n sw e r Booklet;
b. O bjective A n sw e r Sh eet, pages 15 and 16 of 
E x a m in atio n  A n sw e r Booklet;
c. R em ain in g  Portion of Ex a m in a tio n  A n sw er  
Booklet;
d. Ex a m in atio n  Q uestion  B ooklet; and
e. A ll unused exam ination  m ateria ls .
Y o u r exam ination  w ill not be graded u n less the  
above listed  item s are  handed in  before leaving  
the exam ination  room.
7. U n le ss  otherw ise in stru cted , i f  you w an t your  
Examination Question Booklet m ailed  to you, 
w rite  yo ur nam e and ad dress in  both places 
indicated on the back cover and place 52 cents 
postage in  the space provided. Exam in atio n  
Q uestion Booklets w ill be d istrib u ted  no sooner 
th an  the day following the ad m in istratio n  o f th is  
exam ination .
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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N um ber 1 (E stim ated  t im e ----- 90 to  110 m inutes)
In stru c tio n s
Select the b est answer for each of the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
M ark only  one a n sw er fo r  each  item . A nsw er a ll 
item s. Your grade will be based on the total number 
of correct answers.
4. When an auditor becomes aware of a possible 
illegal act by a client, the auditor should obtain an 
understanding of the nature of the act to
A. E v a lu a te  th e  e ffe c t on th e  financ ia l 
statements.
B. Determine the reliability of management’s 
representations.
C. Consider w hether other similar acts may 
have occurred.
D. Recommend remedial actions to the audit 
committee.
1. To exercise due professional care an auditor should
A. Attain the proper balance of professional 
experience and formal education.
B. Design the audit to detect all instances of 
illegal acts.
C. Critically review the judgm ent exercised by 
those assisting in the audit.
D. Examine all available corroborating evidence 
supporting management’s assertions.
5. Which of the  following accounting services may 
an accountant perform w ithou t being required to issue 
a compilation or review report under the Statements 
on Standards for Accounting and Review Services?
I. Preparing a working trial balance.
II. Preparing standard monthly journal entries.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
2. In which of the following situations would a CPA’s 
independence be considered to be impaired?
I.
II.
III.
The CPA maintains a checking account tha t is 
fully insured by a government deposit insurance 
agency at an audit-client financial institution. 
The CPA has a direct financial interest in an audit 
client, but the interest is maintained in a blind trust. 
The CPA owns a commercial building and leases 
it to an audit client. The rental income is material 
to the CPA.
A.
B.
C.
D.
I and II.
II and III.
I and III.
I, II, and III.
3. One of a CPA firm’s basic objectives is to provide 
professional services that conform with professional 
standards. Reasonable assurance of achieving this 
basic objective is provided through
A. A system of quality control.
B. A system of peer review.
C. Continuing professional education.
D. Compliance with generally accepted report­
ing standards.
6. When assessing an internal auditor’s objectivity, 
an independent auditor should
A. Evaluate the  adequacy of the  internal 
auditor’s audit programs.
B. Inquire about the internal auditor’s educa­
tio n a l background  and  p ro fessional 
certification.
C. Consider the organizational level to which 
the internal auditor reports.
D. Review the internal auditor’s working papers.
7. When considering the internal control structure, 
an auditor should be aw are of the  concept of 
reasonable assurance, which recognizes that
A. Procedures requiring segregation of duties 
may be circumvented by employee collusion 
and management override.
B. Establishing and maintaining the internal 
control structure is an important responsibility 
of management.
C. The cost of an entity’s internal control struc­
ture should no t exceed the benefits expected 
to be derived.
D. Adequate safeguards over access to assets and 
records should permit an entity to maintain 
proper accountability.
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8. The ultimate purpose of assessing control risk is 
to contribute to the auditor’s evaluation of the risk that
A. Specified controls requiring segregation of 
duties may be circumvented by collusion.
B. Entity policies may be overridden by senior 
management.
C. Tests of controls may fail to identify pro­
cedures relevant to assertions.
D. Material m isstatements may exist in the 
financial statements.
9. An auditor’s primary consideration regarding an 
en tity ’s internal control structure policies and pro­
cedures is w hether the policies and procedures
A. Affect the financial statem ent assertions.
B. Prevent management override.
C. Relate to the control environment.
D. Reflect m anagem ent’s philosophy and 
operating style.
13. Which of the following controls most likely would 
help ensure that all credit sales transactions of an 
entity  are recorded?
A. The billing department supervisor sends copies 
of approved sales orders to the credit depart­
m ent for comparison to authorized credit 
limits and current customer account balances.
B. The accounting departm ent supervisor 
independen tly  reconciles the  accounts 
receivable subsidiary ledger to the accounts 
receivable control account monthly.
C. The accounting department supervisor con­
trols the mailing of monthly statements to 
customers and investigates any differences 
reported by customers.
D. The billing department supervisor matches 
prenumbered shipping documents with entries 
in the sales journal.
10. As the acceptable level of detection risk increases, 
an auditor may change the
A. Assessed level of control risk from below the 
maximum to the maximum level.
B. Assurance provided by tests of controls by 
using a larger sample size than planned.
C. Timing of substantive tests from year end to 
an interim date.
D. Nature of substantive tests from a less effec­
tive to a more effective procedure.
14. An entity with a large volume of customer remit­
tances by mail could most likely reduce the risk of 
employee misappropriation of cash by using
A. Employee fidelity bonds.
B. Independently prepared mailroom prelists.
C. Daily check summaries.
D. A bank lockbox system.
11. Which of the following types of evidence would 
an auditor most likely examine to determine w hether 
internal control structure policies and procedures are 
operating as designed?
A. Confirm ations of receivables verifying 
account balances.
B. Letters of representations corroborating 
inventory pricing.
C. Attorneys’ responses to the auditor’s inquiries.
D. Client records documenting the use of EDP 
programs.
12. An online sales order processing system most 
likely would have an advantage over a  batch sales 
order processing system by
A. Detecting errors in the data entry process 
more easily by the use of edit programs.
B. Enabling shipment of customer orders to be 
initiated as soon as the orders are received.
C. Recording more secure backup copies of the 
data base on magnetic tape files.
D. M aintaining m ore accu ra te  records of 
custom er accounts and finished goods 
inventories.
15. For effective internal control, the accounts payable 
department generally should
A. Obliterate the quantity ordered on the receiv­
ing department copy of the purchase order.
B. Establish the agreement of the vendor’s 
invoice with the receiving report and purchase 
order.
C. Stamp, perforate, or otherwise cancel support­
ing documentation after payment is mailed.
D. Ascertain that each requisition is approved as 
to price, quantity, and quality by an authorized 
employee.
16. When the shipping department returns noncon­
forming goods to a vendor, the purchasing department 
should send to the accounting department the
A. Unpaid voucher.
B. Debit memo.
C. Vendor invoice.
D. Credit memo.
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17. An entity’s internal control structure requires for 
every check request tha t there be an approved 
voucher, supported by a prenumbered purchase order 
and a prenum bered receiving report. To determine 
w hether checks are being issued for unauthorized 
expenditures, an auditor most likely would select items 
for testing from the population of all
A. Purchase orders.
B. Canceled checks.
C. Receiving reports.
D. Approved vouchers.
21. Which of the following procedures most likely 
would be considered a weakness in an entity’s internal 
controls over payroll?
A. A voucher for the amount of the payroll is 
prepared in the general accounting depart­
m ent based on the payroll departm ent’s 
payroll summary.
B. Payroll checks are prepared by the payroll 
departm ent and signed by the treasurer.
C. The employee who distributes payroll checks 
returns unclaimed payroll checks to the pay­
roll departm ent.
D. The personnel department sends employees’ 
te rm in a tio n  no tices to  th e  payro ll 
departm ent.
18. When there are numerous property and equipment 
transactions during the year, an auditor who plans to 
assess control risk at a low level usually performs
A. Analytical procedures for property and 
equipment balances at the end of the year.
B. Tests of controls and extensive tests of 
property and equipment balances at the end 
of the year.
C. Analytical procedures for cu rren t year 
property and equipment transactions.
D. Tests of controls and limited tests of current 
year property and equipment transactions.
19. In obtaining an understanding of a manufacturing 
entity’s internal control structure concerning inventory 
balances, an auditor most likely would
A . Review the entity’s descriptions of inventory 
policies and procedures.
B. Perform test counts of inventory during the 
en tity ’s physical count.
C. Analyze inventory turnover statistics to iden­
tify slow-moving and obsolete items.
D. Analyze monthly production reports to iden­
tify variances and unusual transactions.
20. If a control total were computed on each of the 
following data items, which would best be identified 
as a hash total for a payroll EDP application?
A. Total debits and total credits.
B. Net pay.
C. Departm ent numbers.
D. Hours worked.
22. Which of the following controls would an entity 
most likely use in safeguarding against the loss of 
marketable securities?
A. An independent trust company that has no 
direct contact with the employees who have 
record keeping responsibilities has possession 
of the securities.
B. The internal auditor verifies the marketable 
securities in the entity’s safe each year on the 
balance sheet date.
C. The independent auditor traces all purchases 
and sales of marketable securities through 
the subsidiary ledgers to the general ledger.
D. A designated member of the board of directors 
controls the securities in a bank safe-deposit 
box.
23. Which of the following representations should 
not be included in a report on internal control struc­
ture related m atters noted in an audit?
A . Reportable conditions related to the internal 
control structure design exist, but none is 
deemed to be a material weakness.
B. There are no significant deficiencies in the 
design or operation of the internal control 
structure.
C. Corrective follow-up action is recommended 
due to the relative significance of material 
weaknesses discovered during the audit.
D. The auditor’s consideration of the internal 
control structure would not necessarily 
disclose all reportable conditions that exist.
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24. When reporting on an en tity ’s internal control 
structure under Government A uditing  Standards, an 
auditor should issue a w ritten report that includes a
A. Statement of negative assurance that nothing 
came to the auditor’s attention that caused 
the auditor to believe reportable conditions 
were present.
B. Statem ent of positive assurance that the 
results of tests indicate that the internal con­
trol structure either can, or cannot, be relied 
on to reduce control risk to an acceptable 
level.
C. Description of the weaknesses considered to 
be reportable conditions and the strengths 
that the auditor can rely on in reducing the 
extent of substantive testing.
D. Description of the scope of the auditor’s work 
in obtaining an understanding of the internal 
control structure and in assessing control 
risk.
25. In planning a statistical sample for a test of con­
trols, an auditor increased the expected population 
deviation rate from the prior year’s rate because of the 
results of the prior year’s tests of controls and the 
overall control environment. The auditor most likely 
would then increase the planned
A. Tolerable rate.
B. Allowance for sampling risk.
C. Risk of assessing control risk too low.
D. Sample size.
26. Which of the following types of audit evidence is 
the least persuasive?
A. Prenumbered purchase order forms.
B. Bank statem ents obtained from the client.
C. Test counts of inventory performed by the 
auditor.
D. Correspondence from the client’s attorney 
about litigation.
28. An auditor most likely would inspect loan 
agreements under which an en tity ’s inventories are 
pledged to support m anagement’s financial statement 
assertion of
A. Existence or occurrence.
B. Completeness.
C. Presentation and disclosure.
D. Valuation or allocation.
29. An auditor most likely would analyze inventory 
turnover rates to obtain evidence concerning manage­
m ent’s assertions about
A. Existence or occurrence.
B. Rights and obligations.
C. Presentation and disclosure.
D. Valuation or allocation.
30. Which of the following procedures would an 
auditor most likely perform to verify management’s 
assertion of completeness?
A. Compare a sample of shipping documents to 
related sales invoices.
B. Observe the client’s distribution of payroll 
checks.
C. Confirm a sample of recorded receivables by 
direct communication with the debtors.
D. Review standard bank confirmations for 
indications of kiting.
31. An auditor’s decision either to apply analytical 
procedures as substantive tests or to perform tests of 
transactions and account balances usually is determined 
by the
A. Availability of data aggregated at a high level.
B. Relative effectiveness and efficiency of the 
tests.
C. Timing of tests performed after the balance 
sheet date.
D. Auditor’s familiarity with industry trends.
27. Which of the following combinations of procedures 
would an auditor most likely perform to obtain evidence 
about fixed asset additions?
A. Inspecting documents and physically examin­
ing assets.
B. Recomputing calculations and obtaining 
written management representations.
C. Observing operating activities and comparing 
balances to prior period balances.
D. Confirming ownership and corroborating trans­
actions through inquiries of client personnel.
32. Analytical procedures used in the overall review 
stage of an audit generally include
A. Considering unusual or unexpected account 
balances that were not previously identified.
B. Performing tests of transactions to corrob­
orate m anagem ent’s financial statem ent 
assertions.
C. Gathering evidence concerning account 
balances that have not changed from the 
prior year.
D. Retesting control procedures that appeared 
to be ineffective during the assessment of 
control risk.
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33. In using the work of a specialist, an understanding 
should exist among the auditor, the  client, and the 
specialist as to the nature of the specialist’s work. The 
documentation of this understanding should cover
A. A statem ent tha t the  specialist assumes no 
responsibility to update the specialist’s report 
for future events or circumstances.
B. The conditions under which a division of 
responsibility may be necessary.
C. The sp ec ia lis t’s u n d ers tan d in g  of th e  
auditor’s corroborative use of the specialist’s 
findings.
D. The auditor’s disclaimer as to w hether the 
specialist’s findings corroborate the  repre­
sentations in the  financial statements.
34. To which of the  following m atters would 
materiality limits n o t apply when obtaining w ritten 
client representations?
A. Losses from sales commitments.
B. Unasserted claims and assessments.
C. Irregularities involving management.
D. Noncompliance with contractual agreements.
35. Which of the following factors most likely would 
affect an auditor’s judgm ent about the quantity, type, 
and content of the auditor’s working papers?
A. The assessed level of control risk.
B. The likelihood of a review by a concurring 
(second) partner.
C. The number of personnel assigned to the audit.
D. The content of the management representa­
tion letter.
36. Processing data through the use of simulated files 
provides an auditor with information about the 
operating effectiveness of control policies and pro­
cedures. One of the techniques involved in this 
approach makes use of
A. Controlled reprocessing.
B. An integrated test facility.
C. Input validation.
D. Program code checking.
37. An auditor most likely would test for the presence 
of unauthorized EDP program changes by running a
A. Program with test data.
B. Check digit verification program.
C. Source code comparison program.
D. Program that computes control totals.
38. An auditor may decide to increase the risk of 
incorrect rejection w hen
A. Increased reliability from the sample is 
desired.
B. Many differences (audit value minus recorded 
value) are expected.
C. Initial sample results do n o t support the 
planned level of control risk.
D. The cost and effort of selecting additional 
sample items is low.
39. Which of the  following courses of action would 
an auditor most likely follow in planning a sample of 
cash disbursements if the auditor is aware of several 
unusually large cash disbursements?
A. Increase the sample size to reduce the effect 
of the unusually large disbursements.
B. Continue to draw new samples until all the 
unusually large disbursements appear in the 
sample.
C. Set the tolerable rate of deviation a t a lower 
level than  originally planned.
D. Stratify the cash disbursements population so 
tha t the unusually large disbursements are 
selected.
40. Which of the following most likely would indicate 
the  existence of related parties?
A. Writing down obsolete inventory just before 
year end.
B. Failing to correct previously identified inter­
nal control structure deficiencies.
C. Depending on a single product for the success 
of the entity.
D. Borrow ing m oney a t an in te re s t ra te  
significantly below the m arket rate.
41. Which of the following procedures would an 
auditor most likely perform to obtain evidence about 
the  occurrence of subsequent events?
A. Recomputing a sample of large-dollar trans­
ac tions  occu rring  a f te r  y ea r end  fo r 
arithmetic accuracy.
B. Investigating changes in stockholders’ equity 
occurring after year end.
C. Inquiring of the entity’s legal counsel con­
cerning litigation, claims, and assessments 
arising after year end.
D. Confirming bank accounts established after 
year end.
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42. The concept of materiality for financial state­
m ents audited under the Single Audit Act of 1984 
differs from materiality in an audit in accordance with 
generally accepted auditing standards. Under the Act, 
m ateriality is
A. Determined by the federal agency requiring 
the audit.
B. Ignored, because all account balances, 
regardless of size, are fully tested.
C. D eterm ined separately  for each major 
federal financial assistance program.
D. Calculated without consideration of the 
auditor’s risk assessment.
43. Which of the following inquiry or analytical pro­
cedures ordinarily is performed in an engagement to 
review a nonpublic en tity ’s financial statements?
A. Analytical procedures designed to test the 
accounting records by obtaining corroborat­
ing evidential m atter.
B. Inquiries concerning the entity’s procedures 
for recording and summarizing transactions.
C. Analytical procedures designed to test 
m anagem ent’s assertions regarding con­
tinued existence.
D. Inquiries of the entity’s attorney concerning 
contingent liabilities.
44. When compiling the financial statements of a non­
public entity, an accountant should
A. Review agreements with financial institu­
tions for restrictions on cash balances.
B. Understand the accounting principles and 
practices of the en tity ’s industry.
C. Inquire of key personnel concerning related 
parties and subsequent events.
D. Perform ratio analyses of the financial data 
of comparable prior periods.
46. Which of the following phrases should be included 
in the opinion paragraph when an auditor expresses a 
qualified opinion?
When read in  
conjunction with 
Note X
With the foregoing 
explanation
A. Yes No
B. No Yes
C. Yes Yes
D. No No
47. When an auditor expresses an adverse opinion, 
the opinion paragraph should include
A. The principal effects of the departure from 
generally accepted accounting principles.
B. A direct reference to a separate paragraph 
disclosing the basis for the opinion.
C. The substantive reasons for the financial 
statem ents being misleading.
D. A description of the uncertainty or scope 
lim itation th a t prevents an unqualified 
opinion.
48. Under which of the following circumstances 
would a disclaimer of opinion n o t be appropriate?
A. The financial statem ents fail to contain ade­
quate disclosure of related party transactions.
B. Th e client refuses to permit its attorney to 
furnish information requested in a letter of 
audit inquiry.
C. The auditor is engaged after fiscal year-end 
and is unable to observe physical inventories 
or apply alternative procedures to verify 
their balances.
D. The auditor is unable to determine the 
amounts associated with illegal acts committed 
by the client’s management.
45. Which of the following procedures is n o t usually 
performed by the accountant during a review engage­
m ent of a nonpublic entity?
A. Inquiring about actions taken at meetings of 
the board of directors that may affect the 
financial statements.
B. Issuing a report stating that the review was 
performed in accordance with standards 
established by the AICPA.
C. Reading the financial statem ents to consider 
w hether they  conform  w ith generally 
accepted accounting principles.
D. Communicating any material weaknesses 
discovered during the consideration of the 
internal control structure.
49. Green, CPA, concludes that there is substantial 
doubt about JKL Co.’s ability to continue as a going 
concern. If JKL’s financial statem ents adequately 
disclose its financial difficulties, Green’s auditor’s 
report should
A.
B.
C.
D.
Include an 
explanatory  
paragraph 
follow ing the 
opinion  
paragraph
Yes
Yes
Yes
No
Specifically 
use the 
words ''going 
concer n ’’
Yes
Yes
No
Yes
Specifically 
use the 
words
‘‘substantial 
doub t”
Yes
No
Yes
Yes
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50. Blue, CPA, has been asked to render an opinion 
on the application of accounting principles to a specific 
transaction by an entity that is audited by another 
CPA. Blue may accept this engagement, but should
A. Consult with the continuing CPA to obtain 
information relevant to the transaction.
B. Report the engagem ent’s findings to the 
en tity ’s audit committee, the continuing 
CPA, and management.
C. Disclaim any opinion that the hypothetical 
application of accounting principles conforms 
with generally accepted accounting principles.
D. Notify the entity that the report is for the 
restricted use of management and outside 
parties who are aware of all relevant facts.
54. An auditor’s special report on financial state­
ments prepared in conformity with the cash basis of 
accounting should include a separate explanatory 
paragraph before the opinion paragraph that
A. Justifies the reasons for departing from 
generally accepted accounting principles.
B. States w hether the financial statem ents are 
fairly presented in conformity with another 
comprehensive basis of accounting.
C. Refers to the note to the financial statements 
that describes the basis of accounting.
D. Explains how the results of operations differ 
from financial sta tem ents prepared  in 
conformity with generally accepted account­
ing principles.
51. Which of the following procedures ordinarily 
should be applied when an independent accountant 
conducts a review of interim financial information of 
a publicly held entity?
A. Verify changes in key account balances.
B. Read the minutes of the board of directors’ 
meetings.
C. Inspect the open purchase order file.
D. Perform cut-off tests for cash receipts and 
disbursements.
52. Jones Retailing, a nonpublic entity, has asked 
Winters, CPA, to compile financial statem ents that 
omit substantially all disclosures required by generally 
accepted accounting principles. Winters may compile 
such financial statem ents provided the
A. Reason for om itting the  disclosures is 
explained in the engagement letter and 
acknowledged in the management represen­
tation letter.
B. Financial statem ents are prepared on a com­
prehensive basis of accounting other than 
generally accepted accounting principles.
C. Distribution of the financial statem ents is 
restricted to internal use only.
D. Omission is n o t undertaken to mislead the 
users of the financial statem ents and is 
properly disclosed in the accountant’s report.
53. The standard report issued by an accountant after 
reviewing the financial statem ents of a nonpublic 
entity states that
A. A review includes assessing the accounting 
principles used and significant estimates 
made by management.
B. A review includes examining, on a test basis, 
evidence supporting the  am ounts and 
disclosures in the financial statements.
C. The accountant is n o t aware of any material 
modifications that should be made to the 
financial statements.
D. The accountant does n o t express an opinion 
or any other form of assurance on the finan­
cial statements.
55. An accountant may accept an engagement to 
apply agreed-upon procedures to prospective financial 
statem ents provided that
A. The prospective financial statements are also 
examined.
B. Responsibility for the adequacy of the pro­
cedures performed is taken by the accountant.
C. Negative assurance is expressed on the pro­
spective financial statements taken as a whole.
D. Distribution of the report is restricted to the 
specified users.
56. Hill, CPA, is auditing the financial statem ents of 
Helping Hand, a not-for-profit organization that 
receives financial assistance from governmental agen­
cies. To detect misstatements in Helping Hand’s finan­
cial statem ents resulting from violations of laws and 
regulations, Hill should focus on violations that
A. Could result in criminal prosecution against 
the organization.
B. Involve reportable conditions to be com­
municated to the organization’s trustees and 
the funding agencies.
C. Have a direct and material effect on the 
am ounts in the  organization’s financial 
statements.
D. D em onstrate the existence of m aterial 
weaknesses in the organization’s internal 
control structure.
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57. When audited financial statements are presented 
in a client’s document containing other information, 
the auditor should
A. Perform inquiry and analytical procedures to 
ascertain w hether the other information is 
reasonable.
B. Add an explanatory  paragraph  to the 
au d ito r’s report w ithou t changing the 
opinion on the financial statements.
C. Perform the appropriate substantive auditing 
p ro ced u res  to co rro b o ra te  the  o th e r 
information.
D. Read the other information to determine that 
it is consistent with the audited financial 
statements.
58. Comfort letters ordinarily are signed by the client’s
A. Independent auditor.
B. Underwriter of securities.
C. Audit committee.
D. Senior management.
59. An aud ito r’s report contains the following 
sentences:
We did not audit the financial statem ents of JK Co., a 
wholly-owned subsidiary, which statem ents reflect 
total assets and revenues constituting 17 percent and 
19 percent, respectively, of the related consolidated 
totals. Those statem ents were audited by other 
auditors whose report has been furnished to us, and 
our opinion, insofar as it relates to the amounts 
included for JK Co., is based solely on the report of the 
other auditors.
Question Number 2 Begins on Page 42
These sentences
A. Are an improper form of reporting.
B. Divide responsibility.
C. Disclaim an opinion.
D. Qualify the opinion.
60. Which of the following m atters is an auditor 
required  to com m unicate to an e n tity ’s audit 
committee?
I.
II.
Disagreements with management about m atters 
significant to the entity’s financial statem ents 
that have been satisfactorily resolved.
Initial selection of significant accounting policies 
in emerging areas th a t lack au tho rita tive  
guidance.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
40
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Number 2 (Estimated tim e----- 15 to 25 minutes)
Instructions:
Question Number 2 consists of 10 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. Answer all items. Your grade will be based 
on the total number of correct answers.
To support financial statement assertions, an auditor develops specific audit objectives. The auditor then designs substan­
tive tests to satisfy or accomplish each objective.
Required:
Items 61 through 70 represent audit objectives for the investments, accounts receivable, and property and equip­
ment accounts. To the right of each set of audit objectives is a listing of possible audit procedures for that account. 
For each audit objective, select the audit procedure that would primarily respond to the objective and blacken the cor­
responding oval on the Objective Answer Sheet. Select only one procedure for each audit objective. A procedure may 
be selected only once, or not at all.
Example:
The following is an example of the m anner in which the answer sheet should be marked.
Item
Audit Objectives for Cash
99. Recorded cash represents cash on hand at the 
balance sheet date.
Audit Procedures for Cash
C. Count cash on hand. 
Answer Sheet
Items to be Answered:
Item Audit Procedures
(select one per item)
99  
Audit Objectives for Investments Audit Procedures for Investments
61. Investments are properly described and classified 
in the financial statements.
A. Trace opening balances in the subsidiary ledger 
to prior year’s audit working papers.
62. Recorded investments represent investments 
actually owned at the balance sheet date.
63. Investments are properly valued at the lower of 
cost or market at the balance sheet date.
B.
C.
Determine that employees who are authorized to 
sell investments do not have access to cash.
Examine supporting documents for a sample of 
investm ent transactions to verify tha t pre­
numbered documents are used.
D. Determine that any impairments in the price of 
investments have been properly recorded.
E. Verify that transfers from the current to the non- 
current investment portfolio have been properly 
recorded.
F. Obtain positive confirmations as of the balance 
sheet date of investments held by independent 
custodians.
G. Trace investment transactions to minutes of the 
Board of Directors meetings to determine that 
transactions were properly authorized.
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Audit Objectives for Accounts Receivable
64. Accounts receivable represent all amounts owed 
to the entity at the balance sheet date.
65. The en tity  has legal right to all accounts 
receivable at the balance sheet date.
66. Accounts receivable are stated at net realizable 
value.
67. Accounts receivable are properly described and 
presented in the financial statements.
Number 2 (continued)
Audit Procedures for Accounts Receivable
A. Analyze the relationship of accounts receivable 
and sales and compare it with relationships for 
preceding periods.
B. Perform sales cut-off tests to obtain assurance 
that sales transactions and corresponding entries 
for inventories and cost of goods sold are 
recorded in the same and proper period.
C. Review the aged trial balance for significant past 
due accounts.
D. Obtain an understanding of the business purpose 
of transactions th a t resu lted  in accounts 
receivable balances.
E. Review loan agreements for indications of 
whether accounts receivable have been factored 
or pledged.
F. Review the accounts receivable trial balance for 
amounts due from officers and employees.
G. Analyze unusual relationships between monthly 
accounts receivable balances and monthly 
accounts payable balances.
Audit Objectives for Property & Equipment
68. The entity has legal right to property and equip­
m ent acquired during the year.
69. Recorded property and equipment represent 
assets that actually exist at the balance sheet 
date.
70. Net property and equipment are properly valued 
at the balance sheet date.
Audit Procedures for Property & Equipment
A. Trace opening balances in the  sum m ary 
schedules to the prior year’s audit working 
papers.
B. Review the provision for depreciation expense 
and determ ine th a t depreciable lives and 
methods used in the current year are consistent 
with those used in the prior year.
C. Determine that the responsibility for maintaining 
the property and equipment records is segregated 
from the responsibility for custody of property 
and equipment.
D. Examine deeds and title insurance certificates.
E. Perform cut-off tests to verify that property and 
equipment additions are recorded in the proper 
period.
F. Determine that property and equipment is ade­
quately insured.
G. Physically examine all major property and equip­
ment additions.
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Number 3 (Estimated t im e ----- 15 to 25 m inutes)
The auditors’ report below was drafted by Moore, a 
staff accountant of Tyler & Tyler, CPAs, at the  com­
pletion of the audit of the financial statements of Park 
Publishing Co., Inc., for the year ended September 30, 
1992. The report was submitted to the engagement 
partner who reviewed the audit working papers and 
properly concluded that an unqualified opinion should 
be issued. In drafting the report, Moore considered the 
following:
• During fiscal year 1992, Park changed its deprecia­
tion method. The engagement partner concurred 
with this change in accounting principle and its 
justification and Moore included an explanatory 
paragraph in the auditors’ report.
• The 1992 financial statem ents are affected by an 
uncertainty concerning a lawsuit, the outcome of 
which cannot presently be estimated. Moore has 
included an explanatory paragraph in the auditors’ 
report.
• The financial statem ents for the year ended 
September 30, 1991, are to be presented for 
comparative purposes. Tyler & Tyler previously 
audited these sta tem ents and expressed an 
unqualified opinion.
In our opinion, except for the accounting change, 
with which we concur, the financial statem ents 
referred to above present fairly, in all material 
respects, the financial position of Park Publishing Co., 
Inc. as of September 30, 1992, and the results of its 
operations and its cash flows for the year then ended 
in conformity with generally accepted accounting 
principles.
As discussed in Note Y to the financial statements, 
the company is a defendant in a lawsuit alleging 
infringement of certain copyrights. The company has 
filed a counteraction, and preliminary hearings on both 
actions are in progress. Accordingly, any provision for 
liability is subject to adjudication of this m atter.
Tyler & Tyler, CPAs 
November 5, 1992
Required:
Identify the deficiencies in the auditors’ report as 
drafted by Moore. Group the deficiencies by paragraph 
and in the order in which the deficiencies appear. Do 
not redraft the report.
Independent Auditors’ Report
To the Board of Directors of Park Publishing Co., Inc.:
We have audited the accompanying balance sheets 
of Park Publishing Co., Inc. as of September 30, 1992, 
and 1991, and the related statem ents of income and 
cash flows for the years then ended. These financial 
statem ents are the responsibility of the company’s 
management.
We conducted our audits in accordance with 
generally accepted auditing standards. Those stan­
dards require that we plan and perform the audit to 
obtain reasonable assurance about w hether the finan­
cial statem ents are fairly presented. An audit includes 
examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. 
An audit also includes assessing significant estimates 
made by management, as well as evaluating the overall 
financial statem ent presentation. We believe tha t our 
audits provide a basis for determining w hether any 
material modifications should be made to the accom­
panying financial statements.
As discussed in Note X to the financial statements, 
the company changed its method of computing 
depreciation in fiscal 1992.
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Number 4 (Estimated tim e----- 15 to 25 minutes)
An aud ito r is requ ired  to  obtain  a sufficien t 
understanding of each of the elements of an en tity ’s 
internal control structure. This is necessary to plan the 
audit of the entity’s financial statements and to assess 
control risk.
Required:
a. For w hat purposes should an aud ito r’s 
understanding of the  internal control structure  
elements be used in planning an audit?
b . What is required for an auditor to assess con­
trol risk at below the maximum level?
c. What should an auditor consider when seek­
ing a further reduction in the planned assessed level 
of control risk?
d. W hat a re  an a u d ito r’s docum entation  
requirem ents concerning an en tity ’s internal control 
structure and the assessed level of control risk?
Number 5 (Estimated tim e-----15 to 25 minutes)
Cook, CPA, has been engaged to audit the financial 
statements of General Department Stores, Inc., a con­
tinuing audit client, which is a chain of medium-sized 
retail stores. General’s fiscal year will end on June 30, 
1993, and General’s management has asked Cook to 
issue the auditor’s report by August 1 ,  1993. Cook will 
not have sufficient time to perform all of the necessary 
field work in July 1993, but will have time to perform 
most of the field work as of an interim date, April 30, 
1993.
For the accounts to be tested at the interim date , 
Cook will also perform substantive tests covering the 
transactions of the final two months of the year. This 
will be necessary to extend Cook’s conclusions to the 
balance sheet date.
Required:
a. Describe the factors Cook should consider 
before applying principal substantive tests to General’s 
balance sheet accounts at April 30, 1993.
b . For accounts tested at April 3 0 , 1993, describe 
how Cook should design the substantive tests covering 
the balances as of June 3 0 , 1993, and the transactions 
of the final two months of the year.
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N ovem ber 6 ,  1992; 8 :30 A .M . to 12:00 Noon
Q-L  CANDIDATE NUMBER   __    
 Record your 7-digit candidate number
in the boxes.
T h e  point values for each question, and estimated time allotments based prim arily on point value, are as follows:
V alue M in im u m M a x im u m
No. 1 .................. ................................. .............. ............ 60 90 110
No. 2 ................................................................................. 10 15 25
No. 3 ................................................................................. 10 15 25
No. 4 .......................................................... ...................... 10 15 25
No. 5 .................. ...................... .............. ........................ 10 2 5
T o ta ls ........................................................................ 100 150 210
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. R ecord  yo ur 7-digit can d id ate  num ber in  the  
boxes provided a t the upper right-hand corner of 
th is  page.
2. Q uestion  n u m b ers 1 and 2 should be answ ered on 
the O b je c t iv e  A n s w e r  S h e e t, w h ich  is pages 15 
and 16 of yo u r E x a m in a t io n  A n s w e r  B o o k le t . You  
should attem p t to an sw er a ll objective item s. 
T h e re  is  no p en alty  for incorrect responses. S ince  
the objective item s a re  com puter-graded, your 
com m ents and ca lcu la tio n s associated w ith  them  
are  not considered . B e  ce rta in  th a t you have  
entered yo u r an sw e rs  on the O b je c tiv e  A n s w e r  
S h e e t  before the exam ination  tim e is  up. T h e  
objective portion o f yo ur exam ination  w ill not be 
graded i f  you fa il to record yo u r an sw ers on the  
O b je c t iv e  A n s w e r  S h e e t .  Yo u  w ill not be given  
ad d itio nal tim e to record yo u r an sw ers.
3. Q uestio n  n u m b ers 3, 4 , and 5 should be answ ered  
beg inning on page 3 o f the E x a m in a t io n  A n s w e r  
B o o k le t .  I f  you have  not com pleted answ ering  a 
question on a  page, f ill in  the appropriate spaces 
in  the w ording on the bottom of the page
" Q U E S T I O N  N U M B E R ____  C O N T I N U E S  O N
P A G E ____ I f  you have  com pleted answ ering  a
question, fill in  the appropriate  space in  the 
w ording on the bottom of the page " Q U E S T IO N
N U M B E R ____ E N D S  O N  T H I S  P A G E ."  A lw a ys
begin the s ta rt  o f an  an sw er to a question on the 
top o f a new page.
Record  yo u r 7-digit cand id ate  num ber, state, and  
question n u m b er w here ind icated  on pages 3 
through 14.
4. A d d i t i o n a l  r u le d  p a p e r  is  av a ilab le  i f  you need it. 
A dditio nal pages should be num bered 14a, 14b, 
14c, etc. I f  you used ad d itio nal pages record the 
num ber of pages used on page 14, in sert  
additional pages between pages 12 and 13, close 
the booklet, and stap le. Do not staple booklet 
u n less you used additional ru led  paper.
5. A lthough the p rim a ry  purpose of the exam ination  
is  to test yo u r knowledge and application  of the 
subject m atter, the a b ility  to organize and 
present such know ledge in  acceptable w ritten  
language m ay be considered by the exam iners.
6 . You  are required  to tu rn  in  by the end of each  
session:
a. A ttendance Record Fo rm , front page of 
Ex a m in atio n  A n sw e r Booklet;
b. Objective A n sw e r Sh eet, pages 15 and 16 of 
Ex a m in atio n  A n sw e r Booklet;
c. R em ain in g  Portion  of E x a m in a tio n  A nsw er  
Booklet;
d. E x a m in atio n  Q uestion  Booklet; and
e. A ll unused exam ination  m ateria ls .
Y o u r exam ination  w ill not be graded u n less the 
above listed  item s are  handed in  before leaving  
the exam ination  room.
7. U n le ss  otherw ise in stru cted , i f  you w an t your 
E x a m in a t io n  Q u e s t io n  B o o k le t  m ailed  to you, 
w rite  yo ur nam e and ad dress in  both places 
indicated on the back cover and  place 52 cents 
postage in  the space provided. Exam in atio n  
Q uestion Booklets w ill be d istrib u ted  no sooner 
th an  the day following the ad m in istratio n  of th is  
exam ination .
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Number 1 (Estimated tim e----- 90 to 110 minutes)
Instructions
Select the best answer for each of the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade will be based on the total number 
of correct answers.
4. Generally, a merger of two corporations requires
A. That a special meeting notice and a copy of 
the merger plan be given to all stockholders 
of both corporations.
B. Unanimous approval of the merger plan by 
the stockholders of both corporations.
C. Unanimous approval of the merger plan by 
the boards of both corporations.
D. That all liabilities owed by the absorbed cor­
poration be paid before the merger.
1. Which of the following statem ents is correct 
concerning the similarities between a limited partner­
ship and a corporation?
A. Each is created under a statute and must file 
a copy of its certificate with the proper state 
authorities.
B. All corporate stockholders and all partners in 
a limited partnership have limited liability.
C. Both are recognized for federal income tax 
purposes as taxable entities.
D. Both a re  allow ed s ta tu to rily  to  have 
perpetual existence.
2. A stockholder’s right to inspect books and records 
of a corporation will be properly denied if the 
stockholder
A. Wants to use corporate stockholder records 
for a personal business.
B. Employs an agent to inspect the books and 
records.
C. In tends to com m ence a s to ck h o ld e r’s 
derivative suit.
D. Is investigating management misconduct.
5. Which of the following situations would cause a 
resulting trust to be created?
I. Failure of an express trust.
II. Application of the cy pres doctrine.
III. Fulfillment of the trust purpose.
A. I and II.
B. I and III.
C. II and III.
D. I, II, and III.
6. Cox transferred assets into a trust under which 
Smart is entitled to receive the income for life. After 
Smart’s death, the remaining assets are to be given to 
Mix. In 1991, the trust received rent of $1,000, stock 
dividends of $6,000, interest on certificates of deposit 
of $3,000, municipal bond interest of $4,000, and pro­
ceeds of $7,000 from the sale of bonds. Both Smart and 
Mix are still alive. What amount of the 1991 receipts 
should be allocated to trust principal?
A. $ 7,000
B. $ 8,000
C. $13,000
D. $15,000
7. If not expressly granted, which of the following 
implied powers would a trustee have?
I. Power to sell trust property.
II. Power to borrow from the trust.
III. Power to pay trust expenses.
3. Which of the following must take place for a cor­
poration to be voluntarily dissolved?
A. Passage by the board of directors of a resolu­
tion to dissolve.
B. Approval by the officers of a resolution to 
dissolve.
C. Amendment of the certificate of incorporation.
D. Unanimous vote of the stockholders.
A. I and II.
B. I and III.
C. II and III.
D. I, II and III.
8. To which of the following trusts would the rule 
against perpetuities not apply?
A. Charitable.
B. Spendthrift.
C. Totten.
D. Constructive.
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9. A decedent’s will provided that the estate was to 
be divided among the decedent’s issue, per capita and 
not per stirpes. If there are two surviving children and 
three grandchildren who are children of a predeceased 
child at the time the will is probated, how will the 
estate be divided?
A. ½ to each surviving child.
B. ⅓ to each surviving child and 1/9 to each 
grandchild.
C. ¼ to each surviving child and 1/6 to each 
grandchild.
D. 1/5 to each surviving child and grandchild.
10. Which of the following would ordinarily be 
distributed to a trust income beneficiary?
I. Royalties.
II. Stock received in a stock split.
III. Cash dividends.
IV. Settlements of claims for damages to trust 
property.
A. I and II.
B. I and III.
C. II and III.
D. II and IV.
11. On February 12, Harris sent Fresno a written offer 
to purchase Fresno’s land. The offer included the 
following provision: ‘‘Acceptance of this offer must be 
by registered or certified mail, received by Harris no 
later than  February 18 by 5:00 p.m. CST.” On 
February 18, Fresno sent Harris a letter accepting the 
offer by private overnight delivery service. Harris 
received the letter on February 19. Which of the 
following statem ents is correct?
A. A contract was formed on February 19.
B. Fresno’s letter constituted a counteroffer.
C. Fresno’s use of the overnight delivery service 
was an effective form of acceptance.
D. A contract was formed on February 18 
regardless of when Harris actually received 
Fresno’s letter.
12. In determ ining w hether the  consideration 
requirement to form a contract has been satisfied, the 
consideration exchanged by the parties to the contract 
must be
A. Of approximately equal value.
B. Legally sufficient.
C. Exchanged simultaneously by the parties.
D. Fair and reasonable under the circumstances.
13. On June 15, Peters orally offered to sell a used 
lawn mower to Mason for $125. Peters specified that 
Mason had until June 20 to accept the offer. On 
June 16, Peters received an offer to purchase the lawn 
mower for $150 from Bronson, Mason’s neighbor. 
Peters accepted Bronson’s offer. On June 17, Mason 
saw Bronson using the lawn mower and was told the 
mower had been sold to Bronson. Mason immediately 
wrote to Peters to accept the June 15 offer. Which of 
the following statem ents is correct?
A. Mason’s acceptance would be effective when 
received by Peters.
B. Mason’s acceptance would be effective when 
mailed.
C. Peters’ offer had been revoked and Mason’s 
acceptance was ineffective.
D. Peters was obligated to keep the June 15 
offer open until June 20.
14. Castle borrow ed $5,000 from Nelson and 
executed and delivered to Nelson a promissory note for 
$5,000 due on April 30. On April 1 Castle offered, and 
Nelson accepted, $4,000 in full satisfaction of the note. 
On May 15, Nelson demanded that Castle pay the 
$1,000 balance on the note. Castle refused. If Nelson 
sued for the $1,000 balance Castle would
A. Win, because the acceptance by Nelson of the 
$4,000 constituted an accord and satisfaction.
B. Win, because the debt was unliquidated.
C. Lose, because the amount of the note was not 
in dispute.
D. Lose, because no consideration was given to 
Nelson in exchange for accepting only 
$4,000.
15. Rail, who was 16 years old, purchased an $800 
computer from Elco Electronics. Rail and Elco are 
located in a state where the age of majority is 18. On 
several occasions Rail returned the computer to Elco 
for repairs. Rail was very unhappy with the computer. 
Two days after reaching the age of 18, Rail was still 
fru stra ted  w ith the  com puter’s reliability, and 
returned it to Elco, demanding an $800 refund. Elco 
refused, claiming that Rail no longer had a right to 
disaffirm the contract. Elco's refusal is
A. Correct, because Rail’s multiple requests for 
service acted as a ratification of the contract.
B. Correct, because Rail could have transferred 
good title to a good faith purchaser for value.
C. Incorrect, because Rail disaffirmed the con­
tract within a reasonable period of time after 
reaching the age of 18.
D. Incorrect, because Rail could disaffirm the 
contract at any time.
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16. Which of the following statem ents is true with 
regard to the Statute of Frauds?
A. All contracts involving consideration of more 
than $500 must be in writing.
B. The w ritten contract must be signed by all 
parties.
C. The Statute of Frauds applies to contracts 
that can be fully performed within one year 
from the date they are made.
D. The contract terms may be stated in more 
than one document.
17. On June 1, 1992, Decker orally guaranteed the 
payment of a $5,000 note Decker’s cousin owed Baker. 
D ecker’s agreem ent w ith Baker provided th a t 
Decker’s guaranty would term inate in 18 months. On 
June 3, 1992, Baker wrote Decker confirming Decker’s 
guaranty. Decker did not object to the confirmation. 
On August 23, 1992, Decker's cousin defaulted on the 
note and Baker demanded that Decker honor the 
guaranty. Decker refused. Which of the following 
statem ents is correct?
A. Decker is liable under the oral guaranty 
because Decker did not object to Baker’s 
June 3 letter.
B. Decker is not liable under the oral guaranty 
because it expired more than one year after 
June 1.
C. Decker is liable under the oral guaranty 
because Baker demanded payment within 
one year of the date the guaranty was given.
D. Decker is not liable under the oral guaranty 
because Decker’s promise was not in writing.
18. Maco, Inc. and Kent contracted for Kent to pro­
vide Maco certain consulting services at an hourly rate 
of $20. Kent’s normal hourly rate was $90 per hour, the 
fair market value of the services. Kent agreed to the 
$20 rate because Kent was having serious financial 
problems. At the time the agreement was negotiated, 
Maco was aware of K ent’s financial condition and 
refused to pay more than $20 per hour for Kent’s ser­
vices. Kent has now sued to rescind the contract with 
Maco, claiming duress by Maco during the negotiations. 
Under the circumstances, Kent will
A. Win, because Maco refused to pay the fair 
market value of Kent’s services.
B. Win, because Maco was aware of Kent’s 
serious financial problems.
C. Lose, because Maco’s actions did not con­
stitute duress.
D. Lose. because Maco cannot prove that Kent, 
at the time, had no other offers to provide 
consulting services.
19. The statute of limitations for an alleged breach of 
contract
A. Does not apply if the contract was oral.
B. Requires that a lawsuit be commenced and a 
judgm ent rendered within a prescribed 
period of time.
C. Is determined on a case by case basis.
D. Generally commences on the date of the 
breach.
20. Miller negotiated the sale of Miller’s liquor store 
to Jackson. Jackson asked to see the prior year’s finan­
cial statements. Using the store’s checkbook, Miller 
prepared a balance sheet and profit and loss statement 
as well as he could. Miller told Jackson to have an 
accountant examine Miller’s records because Miller 
was not an accountant. Jackson failed to do so and pur­
chased the store in reliance on Miller’s financial 
statements. Jackson later learned that the financial 
statem ents included several errors that resulted in a 
material overstatem ent of assets and net income. 
Miller was not aware that the errors existed. Jackson 
sued Miller, claiming Miller misrepresented the store’s 
financial condition and that Jackson relied on the 
financial statements in making the decision to acquire 
the store. Which of the following statements is correct?
A . Jackson will prevail if the errors in the finan­
cial statem ents were material.
B. Jackson will not prevail because Jackson’s 
reliance on the financial statements was not 
reasonable.
C. Money damages is the only remedy available 
to Jackson if, in fact, Miller has committed a 
m isrepresentation.
D. Jackson would be entitled to rescind the pur­
chase even if the errors in the financial 
statem ents were not material.
21. Ferco, Inc. claims to be a creditor beneficiary of 
a contract betw een Bell and Allied Industries, Inc. 
Allied is indebted to Ferco. The contract between Bell 
and Allied provides that Bell is to purchase certain 
goods from Allied and pay the purchase price directly 
to Ferco until Allied’s obligation is satisfied. Without 
justification, Bell failed to pay Ferco and Ferco sued 
Bell. Ferco will
A. Not prevail, because Ferco lacked privity of 
contract with either Bell or Allied.
B. Not prevail, because Ferco did not give any 
consideration to Bell.
C. Prevail, because Ferco was an intended 
beneficiary of the contract betw een Allied 
and Bell.
D. Prevail, provided Ferco was aware of the 
contract betw een Bell and Allied at the time 
the contract was entered into.
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22. In negotiations with Andrews for the lease of 
Kemp’s warehouse, Kemp orally agreed to pay one- 
half of the cost of the utilities. The w ritten lease, later 
prepared by Kemp’s attorney, provided that Andrews 
pay all of the utilities. Andrews failed to carefully read 
the lease and signed it. When Kemp demanded that 
Andrews pay all of the utilities, Andrews refused, 
claiming that the lease did not accurately reflect the 
oral agreement. Andrews also learned that Kemp 
intentionally misrepresented the condition of the 
structure of the warehouse during the negotiations 
between the parties. Andrews sued to rescind the lease 
and intends to introduce evidence of the parties’ oral 
agreem ent about sharing the  utilities and the  
fraudulent statem ents made by Kemp. The parol 
evidence rule will prevent the admission of evidence 
concerning the
Oral agreement 
regarding who 
pays the u tilities
A. Yes
B. No
C. Yes
D. No
Fraudulent 
statements 
by Kemp
Yes
Yes
No
No
23. Rogers and Lennon entered into a w ritten com­
puter consulting agreement that required Lennon to 
provide certain weekly reports to Rogers. The agree­
m ent also stated tha t Lennon would provide the com­
puter equipment necessary to perform the services, 
and tha t Rogers’ computer would not be used. As the 
parties were executing the agreement, they orally 
agreed that Lennon could use Rogers’ computer. After 
executing the agreement, Rogers and Lennon orally 
agreed that Lennon would report on a monthly, rather 
than  weekly, basis. The parties now disagree on 
Lennon’s right  to use Rogers’ computer and how often 
Lennon must report to Rogers. In the event of a  lawsuit 
betw een the parties, the parol evidence rule will
A. Not apply to any of the parties’ agreements 
because the consulting agreement did not 
have to be in writing.
B. Not prevent Lennon from proving the parties’ 
oral agreem ent th a t Lennon could use 
Rogers’ computer.
C. Not prevent the admission into evidence of 
testimony regarding Lennon’s right to report 
on a monthly basis.
D. Not apply to the parties’ agreement to allow 
Lennon to use Rogers’ computer because it 
was contem poraneous w ith the w ritten 
agreement.
24. Wilcox Co. contracted with Ace Painters, Inc. for 
Ace to paint Wilcox’s warehouse. Ace, w ithout advis­
ing Wilcox, assigned the contract to Pure Painting 
Corp. Pure failed to paint Wilcox’s warehouse in 
accordance with the contract specifications. The con­
tract betw een Ace and Wilcox was silent with regard 
to a party ’s right to assign it. Which of the following 
statem ents is correct?
A. Ace remained liable to Wilcox despite the 
fact that Ace assigned the contract to Pure.
B. Ace would n o t be liable to Wilcox if Ace had 
notified Wilcox of the assignment.
C. Ace’s duty to paint Wilcox’s warehouse was 
nondelegable.
D. Ace’s delegation of the duty to paint Wilcox’s 
warehouse was a breach of the contract.
25. On June 15, 1990, Alpha, Inc. contracted with 
Delta Manufacturing, Inc. to buy a vacant parcel of 
land Delta owned. Alpha intended to build a distribu­
tion warehouse on the land because of its location near 
a major highway. The contract stated that: “Alpha’s 
obligations hereunder are subject to the vacant parcel 
being rezoned to a commercial zoning classification by 
July 31, 1991.’’ Which of the following statem ents is 
correct?
A. If the parcel is not rezoned by July 31, and 
Alpha refuses to purchase it , Alpha would 
not be in breach of contract.
B. If the parcel is rezoned by July 31, and Alpha 
refuses to purchase it , Delta would be able to 
successfu lly  sue A lpha fo r specific  
performance.
C. The contract is not binding on either party 
because Alpha’s performance is conditional.
D. If the parcel is rezoned by July 31, and Delta 
refuses to sell it , Delta’s breach would not 
discharge A lpha’s obligation to tender 
payment.
26. Ivor borrowed $420,000 from Lear Bank. At 
Lear’s request, Ivor entered into an agreement with 
Ash, Kane, and Queen for them to act as co-sureties on 
the loan. The agreement between Ivor and the co­
sureties provided tha t the maximum liability of each 
co-surety was: Ash, $84,000; Kane, $126,000; and 
Queen, $210,000. After making several payments, Ivor 
defaulted on the loan. The balance was $280,000. If 
Queen pays $210,000 and Ivor subsequently pays 
$70,000, w hat amounts may Queen recover from Ash 
and Kane?
A. $0 from Ash and $0 from Kane.
B. $42,000 from Ash and $63,000 from Kane.
C. $70,000 from Ash and $70,000 from Kane.
D. $56,000 from Ash and $84,000 from Kane.
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27. Which of the following acts will always result in 
the total release of a compensated surety?
A. The creditor extends the principal debtor’s 
time to pay.
B. The principal d eb to r’s perform ance is 
tendered.
C. The place of payment is changed.
D. The principal debtor’s obligation is partially 
released.
28.
subject
A distinction betw een a surety and a co-surety is A.
only a co-surety is entitled to
A. Reimbursement (Indemnification). B.
B. Subrogation.
C. Contribution. C.
D. Exoneration. D.
32. Under Chapter 11 of the Federal Bankruptcy 
Code, which of the  following would n o t be eligible for 
reorganization?
A. Retail sole proprietorship.
B. Advertising partnership.
C. CPA professional corporation.
D. Savings and loan corporation.
33. Which of the following negotiable instrum ents is
Corporate bearer bond with a m aturity date 
of January 1, 2001.
Installment note payable on the first day of 
each month.
Warehouse receipt.
Bill of lading payable to order.
29. Green owes unsecured creditors: Rice, $1,500; 
Vick, $2,000; Young, $6,000; and Zinc, $1,750. Green 
has not paid any creditor since January 1, 1992. On 
March 15 , 1992, Green’s sole asset, a cabin cruiser, was 
seized by Xeno Marine Co. the holder of a perfected 
security interest in the boat. On July 1, 1992, Rice, 
Vick, and Zinc involuntarily petitioned Green into 
bankruptcy under Chapter 7 of the Federal Bankruptcy 
Code. If Green opposes the involuntary petition, the 
petition will be
A. Upheld, because the three filing creditors are 
owed more than  $5,000.
Upheld, because one creditor is owed more 
than  $5,000.
Dismissed, because there are less than 12 
creditors.
Dismissed, because the boat was seized more 
than 90 days before the filing.
B.
D.
34. Which of the following conditions, if present on 
an otherwise negotiable instrument, would affect the 
instrum ent’s negotiability?
A. The instrum ent is payable six months after 
the death of the maker.
The instrum ent is payable a t a definite time 
subject to an accelerated clause in the event 
of a default.
The instrum ent is postdated.
The instrument contains a promise to provide 
additional collateral if there is a decrease in 
value of the existing collateral.
B.
C.
D.
35. West Corp. received a check that was originally 
made payable to the order of one of its customers, Ted 
Bums. The following endorsement was w ritten on the 
back of the check:
30. A party involuntarily petitioned into bankruptcy 
under Chapter 7 of the Federal Bankruptcy Code who 
succeeds in having the petition dismissed could recover
Ted Bums, w ithout recourse, for collection only
Court costs and  
attorney’s fees
Compensatory
damages
P unitive
damages
A. Yes Yes Yes
B. Yes Yes No
C. No Yes Yes
D. Yes No No
31. Under Chapter 11 of the Federal Bankruptcy 
Code, which of the following actions is necessary 
before the court may confirm a reorganization plan?
A. Provision for full payment of administration 
expenses.
B. Acceptance of the plan by all classes of 
claimants.
C. Preparation of a contingent plan of liquidation.
D. Appointment of a t rustee.
Which of the following describes the endorsement?
Special Restrictive
A. Yes Yes
B. No No
C. No Yes
D. Yes No
36. One of the requirem ents to qualify as a holder of 
a negotiable bearer check is that the transferee must
A. Receive the check that was originally made 
payable to bearer.
B. Take the check in good faith.
C. Give value for the check.
D. Have possession of the check.
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Item s 37 th ro u g h  39 are based on the following:
On August 1 ,  1992, Hall filed a voluntary petition under 
Chapter 7 of the Federal Bankruptcy Code.
Hall’s assets are sufficient to pay general creditors 
40% of their claims.
The following transactions occurred before the 
filing:
• On May 15, 1992, Hall gave a mortgage on Hall’s 
home to National Bank to secure payment of a loan 
National had given Hall two years earlier. When 
the loan was m ade, Hall’s twin was a National 
employee.
• On June 1 ,  1992, Hall purchased a boat from Olsen 
for $10,000 cash.
• On July 1 , 1992, Hall paid off an outstanding credit 
card balance of $500. The original debt had been 
$2,500.
40. A maker of a note will have a real defense against 
a holder in due course as a result of any of the follow­
ing conditions excep t
A. Discharge in bankruptcy.
B. Forgery.
C. Fraud in the execution.
D. Lack of consideration.
41. A check has the following endorsements on the 
back:
Paul Folk 
without recourse
George Hopkins 
payment guaranteed
A n n  Quarry 
collection guaranteed
Rachel Ott
37. The National mortgage was
A. Preferential, because National would be con­
sidered an insider.
B. Preferential, because the mortgage was given 
to secure an antecedent debt.
C. Not preferential, because Hall is presumed 
insolvent when the mortgage was given.
D. Not preferential, because the mortgage was 
a security interest.
38. The payment to Olsen was
A. Preferential, because the payment was made 
within 90 days of the filing of the petition.
B. Preferential, because the payment enabled 
Olsen to receive more than the other general 
creditors.
C. Not preferential, because Hall is presumed 
insolvent when the payment was made.
D. Not preferential, because the payment was 
a contemporaneous exchange for new value.
39. The credit card payment was
A. Preferential, because the payment was made 
within 90 days of the filing of the petition.
B. Preferential, because the payment was on 
account of an antecedent debt.
C. Not preferential, because the payment was 
for a consumer debt of less than $600.
D. Not preferential, because the payment was 
less than 40% of the original debt.
Which of the following conditions occurring subse­
quent to the endorsements would discharge all of the 
endorsers?
A. Lack of notice of dishonor.
B. Late presentment.
C. Insolvency of the maker.
D. Certification of the check.
42. Burke stole several negotiable w arehouse 
receipts from Grove Co. The receipts were deliverable 
to Grove’s order. Burke endorsed Grove’s name and 
sold the warehouse receipts to Federated Wholesalers, 
a bona fide purchaser. In an action by Federated 
against Grove,
A. Grove will prevail, because Burke cannot 
validly negotiate the warehouse receipts.
B. Grove will prevail, because the warehouser 
must be notified before any valid negotiation 
of a warehouse receipt is effective.
C. F e d e ra ted  will p reva il, because  the  
warehouse receipts were converted to bearer 
instruments by Burke’s endorsement.
D. Federated will prevail, because it took the 
negotiable warehouse receipts as a bona fide 
purchaser for value.
43. Under a nonnegotiable bill of lading, a carrier who 
accepts goods for shipment, must deliver the goods to
A. Any holder of the bill of lading.
B. Any party subsequently named by the seller.
C. The seller who was issued the bill of lading.
D. The consignee of the bill of lading.
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44. Under the UCC Investment Securities Article, a 
restriction on the transfer of corporate stock will only 
be valid against a transferee if the restriction is
A. Contained in a stockholders’ agreement.
B. Stated on the face of the stock certificate.
C. Placed on publicly traded stock.
D. Part of a buy-sell contract.
45. Under the UCC Secured Transactions Article, 
which of the following conditions must be satisfied for 
a security interest to attach?
A. The debtor must have title to the collateral.
B. The debtor must agree to the creation of the 
security interest.
C. The creditor must be in possession of part of 
the collateral.
D. The creditor must properly file a financing 
statem ent.
49. On July 8, Ace, a refrigerator wholesaler, pur­
chased 50 refrigerators. This comprised Ace’s entire 
inventory and was financed under an agreement with 
Rome Bank that gave Rome a security interest in all 
refrigerators on Ace’s premises, all future acquired 
refrigerators, and the proceeds of sales. On July 12, 
Rome filed a financing statement that adequately iden­
tified the collateral. On August 15, Ace sold one 
refrigerator to Cray for personal use and four 
refrigerators to Zone Co. for its business. Which of the 
following statem ents is correct?
A. The refrigerators sold to Zone will be subject 
to Rome’s security interest.
B. The refrigerator sold to Cray will n o t be sub­
ject to Rome’s security interest.
C. The security interest does n o t include the 
proceeds from the sale of the refrigerators to 
Zone.
D. The security interest may n o t cover after- 
acquired property even if the parties agree.
46. Under the UCC Secured Transactions Article, 
when collateral is in a secured party’s possession, 
which of the following conditions must also be satisfied 
to have attachm ent?
A. There must be a written security agreement.
B. The public must be notified.
C. The secured party must receive consideration.
D. The debtor must have rights to the collateral.
47. Under the UCC Secured Transaction Article, what 
is the effect of perfecting a security interest by filing 
a financing statem ent?
A. The secured party can enforce its security 
interest against the debtor.
B. The secured party has perm anent priority in 
the collateral even if the collateral is removed 
to another state.
C. The debtor is protected against all other 
parties who acquire an interest in the col­
lateral after the filing.
D. The secured party has priority in the col­
lateral over most creditors who acquire a 
security interest in the same collateral after 
the filing.
48. A secured creditor wants to file a financing state­
m ent to perfect its security interest. Under the UCC 
Secured Transactions Article, which of the following 
must be included in the financing statem ent?
A. A listing or description of the collateral.
B. An after-acquired property provision.
C. The creditor’s signature.
D. The collateral’s location.
50. Under the UCC Secured Transactions Article, if 
a debtor is in default under a payment obligation 
secured by goods, the secured party has the right to
Peacefully 
repossess the 
goods without 
judicia l process
Reduce the 
claim to a 
judgment
Sell the goods 
and apply the 
proceeds toward 
the debt
A. Yes Yes Yes
B. No Yes Yes
C. Yes Yes No
D. Yes No Yes
51. Which of the following would change if an asset 
is treated as personal property rather than as real 
property?
A.
B.
C.
D.
Requirements 
fo r  transfer
Yes
No
Yes
No
Creditor’s
rights
No
Yes
Yes
No
52. Sklar, Rich, and Cey own a building as joint 
tenants with the right of survivorship. Sklar gave 
Sklar’s interest in the building to Marsh by executing 
and delivering a deed to Marsh. Neither Rich nor Cey 
consented to this transfer. Rich and Cey subsequently 
died. After their deaths, Marsh’s interest in the 
building would consist of
A. A ⅓ interest as a tenant in common.
B. A ⅓ interest as a joint tenant.
C. Total ownership due to the deaths of Rich 
and Cey.
D. No interest because Rich and Cey did no t 
consent to the transfer.
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53. Which of the following forms of tenancy will be 
created if a  tenant stays in possession of the leased 
premises without the landlord’s consent, after the 
ten an t’s one-year w ritten lease expires?
A. Tenancy at will.
B. Tenancy for years.
C. Tenancy from period to period.
D. Tenancy at sufferance.
54. For a deed to be effective between the purchaser 
and seller of real estate, one of the conditions is that 
the deed must
A. Contain the signatures of the seller and 
purchaser.
B. Contain the actual sales price.
C. Be delivered by the seller with an intent to 
transfer title.
D. Be recorded within the permissible statutory 
time limits.
55. Generally, in addition to being in writing, a real 
estate mortgage must
A. Be signed by both the  m ortgagor and 
mortgagee.
B. Be recorded to validate the mortgagee’s 
rights against the mortgagor.
C. Contain a description of the real estate 
covered by the mortgage.
D. Contain the actual amount of the underlying 
debt and the interest rate.
56. Hart owned a building with a fair market value 
of $400,000. The building was covered by a $300,000 
fire insurance policy containing an 80% co-insurance 
clause. What amount would Hart recover if a fire 
totally destroyed the building?
A. $0
B. $240,000
C. $256,000
D. $300,000
57. Daly tried to collect on a property insurance 
policy covering a house that was damaged by fire. The 
insurer denied recovery, alleging that Daly had no 
insurable interest in the house. In which of the follow­
ing situations will the insurer prevail?
A . The house belongs to a corporation of which 
Daly is a 50% stockholder.
B. Daly is not the owner of the house but a long­
term  lessee.
C. The house is held in trust for Daly’s mother 
and, on her death, will pass to Daly.
D. Daly gave an unsecured loan to the owner of 
the house to improve the house.
Items 58 through 60 are based on the following:
On February 1, Frost bought a building from Elgin, Inc. 
for $250,000. To complete the purchase, Frost borrowed 
$200,000 from Independent Bank and gave Indepen­
dent a mortgage for that amount; gave Elgin a second 
mortgage for $25,000; and paid $25,000 in cash. 
Independent recorded its mortgage on February 2 and 
Elgin recorded its mortgage on March 12.
The following transaction also took place:
• On March 1, Frost gave Scott a $20,000 mortgage 
on the building to secure a personal loan Scott had 
previously made to Frost.
• On March 10, Scott recorded this mortgage.
• On March 15, Scott learned about both prior 
mortgages.
• On June 1, Frost stopped making payments on all 
the  mortgages.
• On August 1, the mortgages were foreclosed. 
Frost, on that date, owed Independent, $195,000; 
Elgin, $24,000; and Scott, $19,000.
A judicial sale of the building resulted in proceeds 
of $220,000 after expenses were deducted. The above 
transactions took place in a notice-race jurisdiction.
58.
59.
What amount of the proceeds will Scott receive?
A. $0
B. $ 1,000
C. $12,500
D. $19,000
Why would Scott receive this amount?
A. Scott knew of the Elgin mortgage.
B. Scott’s mortgage was recorded before Elgin’s 
and before Scott knew of Elgin’s mortgage.
C. Elgin’s mortgage was first in time.
D. After Independent is fully paid, Elgin and 
Scott share the remaining proceeds equally.
60. Frost may redeem the property before the judicial
sale only if
A. There is a statutory right of redemption.
It is probable that the sale price will result in 
a deficiency.
All mortgages are paid in full.
All mortgagees are paid a penalty fee.
B.
C.
D.
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Numbers 2 and 3 (Estimated tim e----- 30 to 50 minutes)
Question Numbers 2 and 3 are based on the following information. Question Number 2 consists of Items 61 through
75. Question Number 3 is an essay question.
Butler Manufacturing Corp. planned to raise capital for a plant expansion by borrowing from banks and making 
several stock offerings. Butler engaged Weaver, CPA, to audit its December 3 1 , 1989, financial statem ents. Butler told 
W eaver that the financial statem ents would be given to certain named banks and included in the  prospectuses for the 
stock offerings.
In performing the audit, W eaver did not confirm accounts receivable and, as a result, failed to discover a  material 
overstatem ent of accounts receivable. Also, Weaver was aware of a pending class action product liability lawsuit that 
was not disclosed in Butler’s financial statements. Despite being advised by Butler’s legal counsel that Butler’s poten­
tial liability under the lawsuit would result in material losses, W eaver issued an unqualified opinion on Butler’s finan­
cial statements.
In May 1990, Union Bank, one of the named banks, relied on the financial statements and W eaver’s opinion in giving 
Butler a $500,000 loan.
Butler raised an additional $16,450,000 through the following stock offerings, which were sold completely:
• June 1990 — Butler made a $450,000 unregistered offering of Class B nonvoting common stock under Rule 504 of 
Regulation D of the  Securities Act of 1933. This offering was sold over two years to 30 nonaccredited investors 
and 20 accredited investors by general solicitation. The SEC was notified eight days after the first sale of this offering.
• September 1990 — Butler made a $10,000,000 unregistered offering of Class A voting common stock under Rule 
506 of Regulation D of the  Securities Act of 1933. This offering was sold over two years to 200 accredited investors 
and 30 nonaccredited investors through a private placement. The SEC was notified 14 days after the first sale of 
this offering.
• November 1990 — Butler made a $6,000,000 unregistered offering of preferred stock under Rule 505 of Regula­
tion D of the Securities Act of 1933. This offering was sold during a one-year period to 40 nonaccredited investors 
by private placement. The SEC was notified 18 days after the first sale of this offering.
Shortly after obtaining the Union loan, Butler began experiencing financial problems but was able to stay in business 
because of the money raised by the offerings. Butler was found liable in the product liability suit. This resulted in a 
judgment Butler could not pay. Butler also defaulted on the Union loan and was involuntarily petitioned into bankruptcy. 
This caused Union to sustain a loss and Butler’s stockholders to lose their investments.
As a result:
• The SEC claimed th a t all three of Butler’s offerings were made improperly and were not exempt from registration.
• Union sued W eaver for
• Negligence
• Common Law Fraud
• The stockholders who purchased Butler’s stock through the offerings sued Weaver, alleging fraud under Section 
10(b) and Rule 10b-5 of the Securities Exchange Act of 1934.
These transactions took place in a Jurisdiction providing for accountant’s liability for negligence to known and 
intended users of financial statem ents.
Examination Questions —  November 1992
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N u m b er 2 (10 points)
Business Law
Instructions
Q uestion  N um ber 2 consists of 15 items. Select the b e s t answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. A nsw er a ll item s. Your grade will be based 
on the total num ber of correct answers.
Exam ple:
The following is an example of the m anner in which your answer sheet should be marked.
Item
99. Does the SEC regulate the securities industry?
Answer Sheet
Item Yes No
99  
R equired:
a. Items 61 through 65 are questions related to the June 1990 offering made under Rule 504 of Regulation D of 
the Securities Act of 1933. For each item, indicate your answer by blackening either yes Y or no N  on the 
Objective Answer Sheet.
61. Did the offering comply with the dollar limitation of Rule 504?
62. Did the offering comply with the method of sale restrictions?
63. Was the offering sold during the applicable time limit?
64. Was the SEC notified timely of the first sale of the securities?
65. Was the SEC correct in claiming that this offering was not exempt from registration?
b. Items 66 through 70 are questions related to the September 1990 offering made under Rule 506 of Regulation 
D of the Securities Act of 1933. For each item, indicate your answer by blackening either yes Y  or no N  on the 
Objective Answer Sheet.
66. Did the offering comply with the dollar limitation of Rule 506?
67. Did the offering comply with the method of sale restrictions?
68. Was the offering sold to the correct num ber of investors?
69. Was the SEC notified timely of the first sale of the securities?
70. Was the SEC correct in claiming that this offering was not exempt from registration?
c . Items 71 through 75 are questions related to the November 1990 offering made under Rule 505 of Regulation 
D of the Securities Act of 1933. For each item, indicate your answer by blackening either yes Y  or no N  on the 
Objective Answer Sheet.
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71. Did the offering comply with the dollar limitation of Rule 505?
72. Was the offering sold during the applicable time limit?
73. Was the offering sold to the correct num ber of investors?
74. Was the SEC notified timely of the first sale of the securities?
75. Was the SEC correct in claiming that this offering was not exempt from registration?
Examination Questions —  November 1992
Number 3 (10 points)
Q uestion N um ber 3 is an essay question based on 
the information presented for Question Number 2 on 
page 56.
R equired:
Answer the following questions and give the 
reasons for your conclusions:
a. Will Union be successful in its suit against 
Weaver for:
1. Negligence?
2. Common law fraud?
b. Will the stockholders who purchased Butler’s 
stock through the 1990 offerings succeed against 
Weaver under the anti-fraud provisions of Section 
10(b) and Rule 10b-5 of the Securities Exchange Act of
1934?
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Exotic Pets, Inc. hired Peterson to be the manager 
of one of its stores. Exotic sells a wide variety of 
animals. Peterson was given considerable authority by 
Exotic to operate the store, including the right to buy 
inventory. Peterson was told tha t any inventory pur­
chase exceeding $2,000 required the approval of 
Exotic’s general manager.
On June 1, 1992, Peterson contracted w ith 
Creatures Corp. to buy snakes for $3,100. Peterson had 
regularly done business with Creatures on Exotic’s 
behalf in the past, and on several occasions had bought 
$1,000 to $1,750 worth of snakes from Creatures. 
Creatures was unaware of the limitation on Peterson’s 
authority to buy inventory.
Peterson occasionally would buy, for Exotic, a cer­
tain breed of dog from Premier Breeders, Inc., which 
was owned by Peterson’s friend. W henever Exotic 
bought dogs from Premier, Premier paid Peterson 5% 
of the purchase price as an incentive to do more 
business with Premier. Exotic’s management was 
unaware of these payments to Peterson.
On June 20, 1992, Mathews w ent to the Exotic 
store managed by Peterson to buy a ferret. Peterson 
allowed Mathews to handle one of the ferrets. Peterson 
knew th a t this particular ferret had previously bitten 
one of the store’s clerks. Mathews was bitten by the 
ferret and seriously injured.
On July 23, 1992, Peterson bought paint and 
brushes for $30 from Handy Hardware. Peterson 
charged the purchase to Exotic’s account a t Handy. 
Peterson intended to use the paint and brushes to 
repaint the pet showroom. Exotic’s management had 
never specifically discussed with Peterson w hether 
Peterson had the authority to charge purchases at 
Handy. Although Exotic paid the Handy bill, Exotic’s 
president believes Peterson is obligated to reimburse 
Exotic for the charges.
On August 1, 1992, Exotic’s president learned of 
the Creatures contract and advised Creatures that 
Exotic would neither accept delivery of the snakes, nor 
pay for them, because Peterson did not have the 
authority to enter into the contract.
Exotic’s president has also learned about the 
incentive payments Premier made to Peterson. 
Exotic has taken the following positions:
• It is not liable to Creatures because Peterson 
entered into the contract without Exotic’s consent.
• Peterson is obligated to reimburse Exotic for the 
charges incurred by Peterson at Handy Hardware.
• Peterson is liable to Exotic for the incentive 
payments received from Premier.
Mathews has sued both Peterson and Exotic for the 
injuries sustained from the ferret bite.
Number 4 (Estim ated t im e ----- 15 to 25 minutes) Required:
a. State w hether Exotic’s positions are correct 
and give the reasons for your conclusions.
b. State w hether Mathews will prevail in the 
lawsuit against Exotic and Peterson and give the 
reasons for your conclusions.
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Debco Electronics, Inc. sells various brands of com­
puter equipment to retail and business customers. An 
audit of Debco’s 1991 financial statem ents has 
revealed the following transactions:
• On September 1 ,  1991, a Debco salesperson orally 
agreed to sell Rapid Computers, Inc. eight TMI 
computers for $11,000, to be delivered on Oc­
tober 15, 1991. Rapid sells computers to the 
general public. The Debco salesperson sent Rapid 
a signed confirmation of the sales agreement. 
Rapid received the confirmation on September 3, 
but did not respond to it. On October 15, 1991, 
Debco tendered delivery of the computers to 
Rapid. Rapid refused to accept delivery, claiming 
it had no obligation to buy the computers because 
it had not signed a contract with Debco.
• On October 12, 1991, Debco mailed TMI Com­
puters, Inc. a signed purchase order for certain 
specified computers for delivery by November 30, 
1991. The purchase order also stated the following:
This purchase order will not be w ith­
draw n on or before October 31, 1991.
You must accept by that date or we will 
assume you cannot meet our terms.
Ship F.O.B. - our loading dock.
TMI received the purchase order on October 15, 
1991.
• On October 25, Debco mailed the following signed 
correspondence to TMI, which TMI received on 
October 29:
Cancel our October 12, 1991, purchase 
order. We have found a better price on 
the computers.
• On October 31, 1991, TMI mailed the following 
signed correspondence to Debco, which Debco 
received on November 3:
We have set aside the computers you 
ordered and turned down other offers 
for them. Therefore, we will ship the 
com puters to you for delivery by 
November 30, 1991, F.O.B. — your 
loading dock with payment terms 2/10; 
net 30.
There were no further communications betw een TMI 
and Debco.
Number 5 (Estim ated t im e ----- 15 to 25 m inutes) TMI shipped the computers on November 15, and 
Debco received them  on November 29. Debco refused 
to accept delivery. In justifying its refusal to accept 
delivery, Debco claimed the following:
• Its October 25 correspondence prevented the for­
mation of a contract betw een Debco and TMI;
• TMI’s October 31 correspondence was not an 
effective acceptance because it was not received 
by Debco until November 3;
• TMI’s October 31 correspondence was not an 
effective acceptance because it added payment 
term s to Debco’s purchase order.
Debco, Rapid, and TMI are located in a jurisdiction 
that has adopted the UCC.
Required:
a. State w hether Rapid’s claim is correct and 
give the reasons for your conclusions.
b. State whether Debco’s claims are correct with 
regard to the transaction involving TMI and give the 
reasons for your conclusions.
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C A N D I D A T E  N U M B E R
 
  
 Record your 7-digit candidate number
in the boxes.
T h e point values for  each question, and estimated time allotments  based prim arily on point value, are  as follows:
No. 1.. 
No. 2  
No. 3 
No. 4   
No. 5
Totals
Point ___ E st im at e d  M in u tes____
V alu e Minimum Maximum
60 90 110
10 15 25
10 15 25
10 15 25
1 0 15 25
100 150 210
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. R ecord  yo u r 7-digit can d id ate  num ber in  the  
boxes provided a t  the upper right-hand  corner of 
th is  page.
Q u estio n  n u m b ers 1 and 2 should be answ ered on 
the O b je c t iv e  A n s w e r  S h e e t ,  w h ich  is  pages 15 
and  16 o f yo u r E x a m in a t io n  A n s w e r  B o o k le t . You  
should  attem p t to an sw er a ll objective item s. 
T h e re  is  no p en alty  for in co rrect responses. S ince  
th e  objective item s are  com puter-graded, your  
com m ents and  ca lcu la tio n s associated w ith  them  
are  not considered . B e  ce rta in  th a t  you have  
entered yo u r an sw e rs  on the O b je c tiv e  A n s w e r  
S h e e t  before the exam in atio n  tim e is  up. T h e  
objective portion of yo u r exam ination  w ill not be 
graded i f  you  fa il to record yo u r an sw ers on the  
O b je c t iv e  A n s w e r  S h e e t .  Yo u  w ill not be given  
ad d itio n al tim e to record yo u r an sw ers.
Q u estio n  n u m b ers 3, 4, and 5 should be answ ered  
beg inn ing  on page 3 of the E x a m in a t io n  A n s w e r  
B o o k le t .  I f  you have  not com pleted an sw ering  a  
question on a page, f ill in  the appropriate spaces 
in  the w ording on the bottom of the page
" Q U E S T I O N  N U M B E R ____ C O N T I N U E S  O N
P A G E ____ I f  you have  completed an sw ering  a
question , fill in  the appropriate  space in  the  
w ording on th e  bottom o f the page " Q U E S T IO N
N U M B E R ____ E N D S  O N  T H I S  P A G E  " A lw a ys
begin th e  s ta rt  o f an  an sw er to a  question on the 
top o f a  new  page.
R ecord  yo u r 7-d ig it can d id ate  num ber, state , and  
question  n u m b er w here ind icated  on pages 3 
th rough 14.
4. A d d i t i o n a l  r u le d  p a p e r  is  av a ilab le  i f  you need it. 
A d ditio n al pages should be num bered 14a, 14b, 
14c, etc. I f  you used add itional pages record the 
num ber of pages used on page 14, in sert  
additional pages betw een pages 12 and 13, close 
the booklet, and stap le . Do not stap le booklet 
u n less you used add itional ru led  paper.
5. A lthough the p rim a ry  purpose of the exam ination  
is  to te st yo u r know ledge and application  of the 
subject m atter, the a b ility  to organize and  
p resen t such know ledge in  acceptable w ritten  
language m ay  be considered by the exam iners.
6. Yo u  are  requ ired  to tu rn  in  by the end o f each  
session:
a. A ttendance Record Fo rm , front page of 
Ex a m in a tio n  A n sw e r Booklet;
b. O bjective A n sw e r Sh eet, pages 15 and 16 of 
Ex a m in a tio n  A n sw e r B ooklet;
c. R em ain in g  Portion  of Ex a m in a tio n  A n sw er  
Booklet;
d. E x a m in atio n  Q uestion  Booklet; and
e. A ll unused exam ination  m ateria ls .
Y o u r exam ination  w ill not be graded u n less the 
above listed  item s are  handed  in  before leaving  
the exam ination  room.
7. U n le ss  otherw ise in stru cted , i f  you w an t your  
E x a m in a t io n  Q u e s t io n  B o o k le t  m ailed  to you, 
w rite  yo u r nam e and  ad dress in  both places 
ind icated  on the b ack  cover and  place 52 cents 
postage in  the space provided. Ex am in atio n  
Q uestion  Booklets w ill be d istrib uted  no sooner 
th an  the day  follow ing the ad m in istratio n  of th is  
exam ination .
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Number 1 (Estimated tim e-----90 to 110 minutes)
Instructions
Select the best answer for each of the  following items 
relating to a variety o f issues in accounting. Use a 
No. 2 pencil to blacken the appropriate ovals on the 
Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade will be based on the total number 
of correct answers.
5. On December 3 1 , 1991, Deal, Inc. failed to accrue 
the December 1991 sales salaries that were payable on 
January 6, 1992. What is the effect of the failure to 
accrue sales salaries on working capital and cash flows 
from operating activities in Deal’s 1991 financial 
statements?
W orking Cash flow s fro m
capital operating activities
A. Overstated No effect
B. Overstated Overstated
C. No effect Overstated
D. No effect No effect
1. W hich of th e  follow ing accoun ting  p ro ­
nouncements is the most authoritative?
A. FASB Statem ent of Financial Accounting 
Concepts.
B. FASB Technical Bulletin.
C. AICPA Accounting Principles Board Opinion.
D. AICPA Statem ent of Position.
6. White Co. wants to convert its 1991 financial 
statem ents from the accrual basis of accounting to the 
cash basis. Both supplies inventory and office salaries 
payable increased betw een January 1, 1991, and 
December 31, 1991. To obtain 1991 cash basis net 
income, how should these increases be added to or 
deducted from accrual basis net income?
2. According to the  FASB conceptual framework, 
which of the following relates to both relevance and 
reliability?
A. Comparability.
B. Feedback value.
C. Verifiability.
D. Timeliness.
3. According to the FASB conceptual framework, an 
entity’s revenue may result from
A. A decrease  in  an  asse t from  p rim ary  
operations.
B. A n increase  in  an  asse t from  in c id en ta l 
tran sactions.
C. A n increase  in  a  liab ility  from  in c id en ta l 
tran sactions .
D. A decrease  in  a  liab ility  from  p rim ary  
opera tions.
4. After being held for 40 days, a 120-day 12% 
interest-bearing note receivable was discounted at a 
bank at 15%. The proceeds received from the bank 
equal
A. Maturity value less the discount at 12%.
B. Maturity value less the discount at 15%.
C. Face value less the discount at 12%.
D. Face value less the discount a t 15%.
Supplies Office salaries
inventory payable
A. Deducted Deducted
B. Deducted Added
C. Added Deducted
D. Added Added
7. In June 1992, Northan Retailers sold refundable 
merchandise coupons. Northan received $10 for each 
coupon redeemable from July 1 to December 3 1 , 1992, 
for merchandise with a retail price of $11. At June 30, 
1992, how should Northan report these coupon 
transactions?
A. Unearned revenues at the m erchandise’s 
retail price.
B. Unearned revenues at the cash received 
amount.
C. Revenues at the m erchandise’s retail price.
D. Revenues a t the cash received amount.
8. A company used the percentage-of-completion 
method of accounting for a  5-year construction con­
tract. Which of the following items will the company 
use to calculate the income recognized in the third 
year?
Progress 
billings to date
Income previously  
recognized
A. Yes No
B. No Yes
C. No No
D. Yes Yes
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9. Pie Co. uses the installment sales m ethod to 
recognize revenue. Customers pay the installment 
notes in 24 equal monthly amounts, which include 12% 
interest. What is an installment note’s receivable 
balance six months after the sale?
A. 75% of the original sales price.
B. Less than 75% of the original sales price.
C. The present value of the remaining monthly 
payments discounted at 12%.
D. Less than the present value of the remaining 
monthly payments discounted at 12%.
10. During 1991, Peg Construction Co. recognized 
substantial gains from:
• An increase in value of a foreign customer’s remit­
tance caused by a m ajor foreign currency  
revaluation.
• A court-ordered increase in a completed long-term 
construction contract’s price due to design changes.
Should these gains be included in continuing operations 
or reported as an extraordinary item in Peg’s 1991 
income statement?
13. At October 31, 1992, Dingo, Inc. had cash 
accounts at three different banks. One account balance 
is segregated solely for a November 15 , 1992, payment 
into a bond sinking fund. A second account, used for 
branch operations, is overdrawn. The third account, 
used for regular corporate operations, has a positive 
balance. How should these accounts be reported in 
Dingo’s October 31, 1992, classified balance sheet?
A. The segregated account should be reported 
as a noncurrent asset, the regular account 
should be reported as a current asset, and the 
overdraft should be reported as a current 
liability.
B. The segregated and regular accounts should 
be reported as current assets, and the over­
draft should be reported as a current liability.
C. The segregated account should be reported 
as a noncurrent asset, and the regular 
account should be reported as a current asset 
net of the overdraft.
D. The segregated and regular accounts should 
be reported as current assets net of the 
overdraft.
Gain fro m  major 
currency revaluation
A. Continuing operations
B. Extraordinary item
C. Extraordinary item
D. Continuing operations
Gain fro m  increase 
in  contract’s price
Continuing operations 
Continuing operations 
Extraordinary item 
Extraordinary item
11. When the allowance method of recognizing bad 
debt expense is used, the allowance would decrease 
when a(an)
A. Account previously w ritten off is collected.
B. Account previously w ritten off becomes 
collectible.
C. Specific uncollectible account is w ritten off.
D. Provision for uncollectible accounts is 
recorded.
14. The original cost of an inventory item is below 
both replacement cost and net realizable value. The net 
realizable value less normal profit margin is below the 
original cost. Under the lower of cost or m arket 
method, the inventory item should be valued at
A. Replacement cost.
B. Net realizable value.
C. Net realizable value less normal profit margin.
D. Original cost.
12. Jel Co., a consignee, paid the freight costs for 
goods shipped from Dale Co., a consignor. These freight 
costs are to be deducted from Je l’s payment to Dale 
when the consignment goods are sold. Until Jel sells the 
goods, the freight costs should be included in Je l’s
A. Cost of goods sold.
B. Freight-out costs.
C. Selling expenses.
D. Accounts receivable.
15. Jones Wholesalers stocks a changing variety of 
products. Which inventory costing method will be most 
likely to give Jones the lowest ending inventory when 
its product lines are subject to specific price increases?
A. Specific identification.
B. Weighted average.
C. Dollar-value LIFO.
D. FIFO periodic.
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16. An inventory loss from a m arket price decline 
occurred in the first quarter, and the decline was not 
expected to reverse during the fiscal year. However, 
in the third quarter the inventory’s m arket price 
recovery exceeded the m arket decline that occurred 
in the first quarter. For interim financial reporting, the 
dollar amount of net inventory should
A. Decrease in the  first quarter by the amount 
of the m arket price decline and increase in 
the third quarter by the amount of the 
decrease in the  first quarter.
B. Decrease in the  first quarter by the amount 
of the m arket price decline and increase in 
the third quarter by the amount of the 
m arket price recovery.
C. Decrease in the first quarter by the amount 
of the m arket price decline and not be 
affected in the third quarter.
D. Not be affected in either the first quarter or 
the third quarter.
17. Invern, Inc. has a self-insurance plan. Each year, 
retained earnings is appropriated for contingencies in 
an amount equal to insurance premiums saved less 
recognized losses from lawsuits and other claims. As 
a result of a 1991 accident, Invern is a defendant in a 
lawsuit in which it will probably have to pay damages 
of $190,000. What are the effects of this lawsuit’s prob­
able outcome on Invern’s 1991 financial statements?
A. An increase in expenses and no effect on 
liabilities.
B. An increase in both expenses and liabilities.
C. No effect on expenses and an increase in 
liabilities.
D. No effect on either expenses or liabilities.
18. When collectibility is reasonably assured, the 
excess of the subscription price over the stated value 
of the no par common stock subscribed should be 
recorded as
A. No par common stock
B. Additional paid-in capital when the subscrip­
tion is recorded.
C. Additional paid-in capital when the subscrip­
tion is collected.
D. Additional paid-in capital when the common 
stock is issued.
19. W hen a com pany goes th ro u g h  a quasi­
reorganization, its balance sheet carrying amounts are 
stated at:
A. Original cost.
B. Original book value.
C. Replacement value.
D. Fair value.
Items 20 and 21 are based on the following:
Deed Co. owns 2% of Beck Cosmetic Retailers. A 
property dividend by Beck consisted of merchandise 
with a fair value lower than the listed retail price. Deed 
in tu rn  gave the merchandise to its employees as a 
holiday bonus.
20. How should Deed report the receipt and distribu­
tion of the merchandise in its income statem ent?
A. At fair value for both dividend revenue and 
employee compensation expense.
B. At listed retail price for both dividend 
rev en u e  and  em ployee com pensation  
expense.
C. At fair value for dividend revenue and listed 
retail price for employee compensation 
expense.
D. By disclosure only.
21. How should Deed report the receipt and distribu­
tion of the merchandise in its statem ent of cash flows?
A. As both an inflow and outflow for operating 
activities.
B. As both an inflow and outflow for investing 
activities.
C. As an inflow for investing activities and 
outflow for operating activities.
D. As a noncash activity.
22. A corporation issuing stock should charge 
retained earnings for the m arket value of the shares 
issued in a(an)
A. Employee stock bonus.
B. Pooling of interests.
C. 10% stock dividend.
D. 2-for-1 stock split.
23. On January 3 1 , 1992, Pack, Inc. split its common 
stock 2 for 1, and Young, Inc. issued a 5% stock divi­
dend. Both companies issued their December 3 1 , 1991, 
financial statem ents on March 1, 1992. Should Pack’s 
1991 earnings per share (EPS) take into consideration 
the stock split, and should Young’s 1991 EPS take into 
consideration the stock dividend?
Pack's Young’s
1991 EPS 1991 EPS
A. Yes No
B. No No
C. Yes Yes
D. No Yes
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  24. Vik Auto and King Clothier exchanged goods, 
held for resale, w ith equal fair values. Each will use 
the o ther’s goods to promote their own products. The 
retail price of the car tha t Vik gave up is less than  the 
retail price of the clothes received. What profit should 
Vik recognize for the nonmonetary exchange?
A. A profit is n o t recognized.
B. A profit equal to the difference betw een the 
retail prices of the clothes received and the car.
C. A profit equal to the difference betw een the 
retail price and the cost of the car.
D. A profit equal to the difference betw een the 
fair value and the cost of the car.
28. On January 1, 1991, Sip Co. signed a 5-year con­
tract enabling it to use a patented manufacturing 
process beginning in 1991. A royalty is payable for each 
product produced, subject to a minimum annual fee. 
Any royalties in excess of the minimum will be paid 
annually. On the contract date, Sip prepaid a sum equal 
to two years’ minimum annual fees. In 1991, only 
minimum fees were incurred. The royalty prepayment 
should be reported in Sip’s December 3 1 , 1991, finan­
cial statem ents as
A. An expense only.
B. A current asset and an expense.
C. A current asset and noncurrent asset.
D. A noncurrent asset.
25. At December 3 1 , 1991, Taos Co. estimates that its 
employees have earned vacation pay of $100,000. 
Employees will receive their vacation pay in 1992. 
Should Taos accrue a liability at December 31, 1991, 
if the rights to this compensation accumulated over 
time or if the rights are vested?
Accumulated Vested A.
A. Yes No
B. No No B.
C. Yes Yes C.
D. No Yes D.
29. Malden, Inc. has two patents that have allegedly 
been infringed by competitors. After investigation, 
legal counsel informed Malden that it had a weak case 
on patent A34 and a strong case in regard to patent 
B19. Malden incurred additional legal fees to stop 
infringement on B19. Both patents have a remaining 
legal life of 8 years. How should Malden account for 
these legal costs incurred relating to the two patents?
Expense costs for A34 and capitalize costs for 
B19.
Expense costs for both A34 and B19. 
Capitalize costs for both A34 and B19. 
Capitalize costs for A34 and expense costs for 
B19.
26. On July 31, 1991, Tern Co. amended its single 
employee defined benefit pension plan by granting 
increased benefits for services provided prior to 1991. 
This prior service cost will be reflected in the financial 
statement(s) for
A. Years before 1991 only.
B. Year 1991 only.
C. Year 1991, and years before and following 
1991.
D. Year 1991, and following years only.
27. Lease M does not contain a bargain purchase 
option, but the lease term  is equal to 90% of the 
estimated economic life of the leased property. Lease 
P does not transfer ownership of the property to the 
lessee at the end of the lease term, but the lease term  
is equal to 75% of the estimated economic life of the 
leased property. How should the lessee classify these 
leases?
Lease M Lease P
A.
B.
C.
D.
Capital lease 
Capital lease 
Operating lease 
Operating lease
Operating lease 
Capital lease 
Capital lease 
Operating lease
30. Pal Corp.’s 1991 dividend income included only 
part of the dividend received from its Ima Corp. invest­
ment. The balance of the dividend reduced Pal’s 
carrying amount for its Ima investment. This reflects 
that Pal accounts for its Ima investment by the
A. Cost method, and only a portion of Ima’s 1991 
dividends represent earnings after Pal’s 
acquisition.
B. Cost method, and its carrying amount exceeded 
the proportionate share of Ima’s market value.
C. Equity method, and Ima incurred a loss in 1991.
D. Equity method, and its carrying amount 
exceeded the proportionate share of Ima’s 
m arket value.
31. Penn, Inc., a manufacturing company, owns 75% 
of the common stock of Sell, Inc., an investment com­
pany. Sell owns 60% of the common stock of Vane, 
Inc., an insurance company. In Penn’s consolidated 
financial statements, should consolidation accounting 
or equity method accounting be used for Sell and 
Vane?
A. Consolidation used for Sell and equity 
method used for Vane.
B. Consolidation used for both Sell and Vane.
C. Equity method used for Sell and consolida­
tion used for Vane.
D. Equity method used for both Sell and Vane.
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32. Which of the following conditions would cause a 
business combination to be accounted for by the pur­
chase method?
A. The combined corporation intends to dispose 
of duplicate facilities within one year of the 
combination.
B. Cash is to be used to acquire 2% of the 
outstanding stock of one of the combining 
companies.
C. After the combination is consummated, one 
of the combining companies will be a sub­
sidiary of another combining company.
D. Before the combination is consummated, one 
of the combining companies holds 15% of the 
outstanding stock of another of the combin­
ing companies.
33. On January 1, 1991, Prim, Inc. acquired all the 
outstanding common shares of Scarp, Inc. for cash 
equal to the book value of the stock. The carrying 
amounts of Scarp’s assets and liabilities approximated 
their fair values, except tha t the carrying amount of 
its building was more than  fair value. In preparing 
Prim’s 1991 consolidated income statem ent, which of 
the following adjustm ents would be made?
A. Depreciation expense would be decreased and 
goodwill amortization would be recognized.
B. Depreciation expense would be increased and 
goodwill amortization would be recognized.
C. Depreciation expense would be decreased and 
no goodwill amortization would be recognized.
D. Depreciation expense would be increased and 
no goodwill amortization would be recognized.
35. On September 30, 1991, Payne, Inc. exchanged 
some of its shares for all of the common stock of Salem, 
Inc. in a  business combination accounted for as a pool­
ing of interests. Salem continued as a wholly-owned 
subsidiary of Payne. How should Salem’s January 1, 
1991, retained earnings and income for January 1 to 
September 30 be reported in 1991 consolidated 
statements?
1/1/91 Retained  
______earnings______
A. Added to consolidated 
retained earnings
B. Added to consolidated 
retained earnings
C. Added to consolidated 
additional paid-in 
capital
D. Added to consolidated 
additional paid-in 
capital
Income fo r  
1/1 to 9/30/91
Added to consolidated 
income
Excluded from 
consolidated income
Added to consolidated 
income
Excluded from 
consolidated income
36. Cott Co.’s four business segments have revenues 
and identifiable assets expressed as percentages of 
Cott’s total revenues and total assets as follows:
Revenues Assets
Ebon 64% 66%
Fair 14% 18%
Gel 14% 4%
Hak 8% 12%
100% 100%
Which of these business segments are deemed to be 
reportable segments?
A. Ebon only.
B. Ebon and Fair only.
C. Ebon, Fair, and Gel only.
D. Ebon, Fair, Gel, and Hak.
34. A 70%-owned subsidiary company declares and 
pays a cash dividend. What effect does the dividend 
have on the retained earnings and minority interest 
balances in the parent company’s consolidated balance 
sheet?
A. No effect on either retained earnings or 
minority interest.
B. No effect on retained earnings and a decrease 
in minority interest.
C. Decreases in both retained earnings and 
minority interest.
D. A decrease in retained earnings and no effect 
on minority interest.
37. Which of the  following should be disclosed in a 
summary of significant accounting policies?
I. Management’s intention to maintain or vary the 
dividend payout ratio.
II. Criteria for determining which investments are 
treated  as cash equivalents.
III. Composition of the sales order backlog by 
segment.
A. I only.
B. I and III.
C. II only.
D. II and III.
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38. Heath Co.’s current ratio is 4:1. Which of the 
following transactions would normally increase its cur­
ren t ratio?
A. Purchasing inventory on account.
B. Selling inventory on account.
C. Collecting an account receivable.
D. Purchasing machinery for cash.
43. Smith owns several works of art. At what amount 
should these art works be reported in Smith’s personal 
financial statements?
A. Original cost.
B. Insured amount.
C. Smith’s estimate.
D. Appraised value.
39. During a period of inflation in which a liability 
account balance remains constant, which of the follow­
ing occurs?
A . A purchasing power gain, if the item is a non­
m onetary liability.
B. A purchasing power gain, if the item is a 
m onetary liability.
C. A purchasing power loss, if the item is a non­
m onetary liability.
D. A purchasing power loss, if the item is a 
m onetary liability.
40. Manhof Co. prepares supplementary reports on 
income from continuing operations on a current cost 
basis in accordance w ith FASB Statem ent No. 89, 
Financial Reporting and Changing Prices. How 
should Manhof compute cost of goods sold on a current 
cost basis?
A. Number of units sold times average current 
cost of units during the year.
B. Number of units sold times current cost of 
units at year end.
C. Number of units sold times current cost of 
units at the beginning of the year.
D. Beginning inventory at current cost plus cost 
of goods purchased less ending inventory at 
current cost.
41. Rein Inc. reported deferred tax  assets and 
deferred tax liabilities at the end of 1990 and at the end 
of 1991. According to FASB Statements No. 96 and No. 
109, Accounting fo r  Income Tax es, for the year ended 
1991 Rein should report deferred income tax expense 
or benefit equal to the
A. Decrease in the deferred tax assets.
B. Increase in the deferred tax liabilities.
C. Amount of the current tax  liability plus the 
sum of the net changes in deferred tax assets 
and deferred tax liabilities.
D. Sum of the net changes in deferred tax assets 
and deferred tax liabilities.
42. Buc Co. receives deposits from its customers to 
protect itself against nonpayments for future services. 
These deposits should be classified by Buc as
A. A liability.
B. Revenue.
C. A deferred credit deducted from accounts 
receivable.
D. A contra account.
44. A statem ent of cash flows for a development 
stage enterprise
A . Is the same as that of an established operating 
enterprise and, in addition, shows cumulative 
amounts from the enterprise’s inception.
B. Shows only cumulative amounts from the 
enterprise’s inception.
C. Is the same as that of an established operating 
enterprise, but does not show cumulative 
amounts from the enterprise’s inception.
D. Is not presented.
45. Nile Co.’s cost allocation and product costing pro­
cedures follow activity-based costing principles. 
Activities have been identified and classified as being 
either value-adding or nonvalue-adding as to each 
product. Which of the following activities, used in Nile 
production process, is nonvalue-adding?
A. Design engineering activity.
B. Heat treatm ent activity.
C. Drill press activity.
D. Raw materials storage activity.
46. The most likely strategy to reduce the breakeven 
point, would be to
A. Increase both the fixed costs and the con­
tribution margin.
B. Decrease both the fixed costs and the con­
tribution margin.
C. Decrease the fixed costs and increase the 
contribution margin.
D. Increase the fixed costs and decrease the con­
tribution margin.
47. In computing the current period’s manufacturing 
cost per equivalent unit, the FIFO method of process 
costing considers current period costs
A. Only.
B. Plus cost of beginning work-in-process 
inventory.
C. Less cost of beginning work-in-process 
inventory.
D. P lus cost o f en d in g  w ork -in -p rocess 
inventory.
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48. Residual income of an investm ent center is the 
cen ter’s
A. Income plus the imputed interest on its 
invested capital.
B. Income less the imputed interest on its 
invested capital.
C. C ontribution m argin plus th e  im puted 
interest on its invested capital.
D. Contribution margin less the imputed interest 
on its invested capital.
49. Which of the  following characteristics represent 
an advantage of the internal rate of return  technique 
over the accounting rate  of return  technique in 
evaluating a project?
I. Recognition of the project’s salvage value.
II. Emphasis on cash flows.
III. Recognition of the  time value of money.
A. I only.
B. I and II.
C. II and III.
D. I, II, and III.
50. To assist in an investm ent decision, Gift Co. 
selected the most likely sales volume from several pos­
sible outcomes. Which of the following attributes 
would th a t selected sales volume reflect?
A. The mid-point of the range.
B. The median.
C. The greatest probability.
D. The expected value.
51. Interperiod equity is an objective of financial 
reporting for governmental entities. According to the 
G overnm ental A ccounting S tandards Board, is 
interperiod equity fundam ental to public administra­
tion and is it a component of accountability?
Fundam ental to 
public adm inistra tion
A. Yes
B. No
C. No
D. Yes
Component o f 
accountability  
No 
No 
Yes 
Yes
52. The appropriations control account of a govern­
m ental unit is debited when
A. Supplies are purchased.
B. Expenditures are recorded.
C. The budgetary accounts are closed.
D. The budget is recorded.
53. The budgetary fund balance reserved for encum­
brances account of a governmental-type fund is 
increased when
A. The budget is recorded.
B. Appropriations are recorded.
C. Supplies previously ordered are received.
D. A purchase order is approved.
54. Which of the following accounts should Moon City 
close a t the end of its fiscal year?
A. Vouchers payable.
B. Expenditures.
C. Fund balance.
D. Fund balance—reserved for encumbrances.
55. In w hat fund type should the proceeds from 
special assessment bonds issued to finance construc­
tion of sidewalks in a new subdivision be reported?
A. Agency fund.
B. Special revenue fund.
C. Enterprise fund.
D. Capital projects fund.
56. The billings for transportation services provided 
to other governmental units are recorded by the inter­
nal service fund as
A. Interfund exchanges.
B. Intergovernmental transfers.
C. Transportation appropriations.
D. Operating revenues.
57. A hospital should report earnings from endow­
m ent funds that are restricted to a specific operating 
purpose as
A. General fund revenues, w hen expended.
B. Endowment fund revenues, when expended.
C. General fund revenues, when received.
D. Endowment fund revenues, when received.
58. River City has a defined contribution pension 
plan. How should River report the pension plan in its 
financial statements?
A. Amortize any transition asset over the 
estim ated num ber of years of cu rren t 
employees’ service.
B. Disclose in the  notes to the  financial 
statements the amount of the pension benefit 
obligation and the net assets available for 
benefits.
C. Identify in the notes to financial statem ents 
the types of employees covered and the 
employer’s and employees’ obligations to 
contribute to the fund.
D. Accrue a liability for benefits earned but not 
paid to fund participants.
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59. Eureka City should issue a statem ent of cash 
flows for which of the following funds?
Eureka City Hall 
capital projects fu n d
A. No
B. No
C. Yes
D. Yes
Eureka Water 
Enterprise fu n d
Yes
No
No
Yes
60. In the loan fund of a college, each of the follow­
ing types of loans would be found excep t
A. Faculty.
B. Computer.
C. Staff.
D. Student.
Q uestion  N um ber 2 Begins on Page 7 0
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Number 2 (Estimated t im e----- 15 to 25 minutes)
Instructions
Question Number 2 consists of 13 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answer. Answer all items. Your grade will be based 
on the total number of correct answers.
Examination Questions —  November 1992
Items 61 through 68 are based on the following:
Pucket Corp. is in the process of preparing its financial statem ents for the  year ended December 31, 1991. Items 61 
through 68 represent various transactions or situations tha t occurred during 1991.
Required:
For Items 61 through 68, select from the list of financial statem ent categories below the category in which the item 
should be presented, and blacken the corresponding oval on the Objective Answer Sheet. A financial statement category 
may be selected once, more than once, or not at all.
Financial Statement Categories:
A. Income from continuing operations, with no separate disclosure.
B. Income from continuing operations, w ith separate disclosure (either on the face of statem ent or in the notes).
C. Extraordinary items.
D. Separate component of stockholders’ equity.
E. None of the above categories include this item.
Example:
The following is an example of the m anner in which the answer sheet should be marked.
Item
99. Recording of annual depreciation expense.
Answ er Sheet
Item Financial Statement Categories (select one)
99
Items to be Answered:
61. An increase in the unrealized excess of cost over m arket value of short-term marketable equity securities.
62. An increase in the unrealized excess of cost over m arket value of long-term marketable equity securities.
63. Income from operations of a discontinued segment in the segment’s disposal year, but before the measurement 
date.
64. A gain on remeasuring a foreign subsidiary’s financial statem ents from the local currency into the functional 
currency.
65. A loss on translating a foreign subsidiary’s financial statements from the functional local currency into the reporting 
currency.
66. A loss caused by a major earthquake in an area previously considered to be subject to only minor tremors.
67. The probable receipt of $1,000,000 from a pending lawsuit.
68. The purchase of research and development services. There were no other research and development 
activities.
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Item s 69 th ro u g h  73 are based on the following:
The diagram below depicts a manufacturing total cost flexible budget line KI and standard cost line 01. Line OJ is parallel 
to line KI, and revenues are represented by line OH.
R equired:
For Items 69 through 73, identify the line on the graph that represents each item. Indicate your answer by blackening 
the tw o  ovals that define that line.
Exam ple:
The following is an example of the m anner in which the answer sheet should be marked.
Item
99. The budgeted revenue at volume OE.
Answer Sheet
item Line End Points (select two)
99  
Item s to  be A nsw ered:
69. The budgeted fixed cost a t volume OE.
70. The budgeted variable cost a t volume OE.
71. The standard gross profit at volume OE.
72. The budgeted gross profit a t volume OE, assuming no change betw een beginning and ending inventories.
73. The normal capacity, assuming standard costs are based on normal capacity.
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Number 3 (Estimated tim e----- 15 to 25 minutes)
On June 30, 1988, Corval Co. issued 15-year 12% 
bonds a t a  prem ium  (effective yield 10%). On 
November 3 0 , 1991, Corval transferred both cash and 
property to the bondholders to extinguish the entire 
debt. The fair value of the transferred property 
equaled its carrying amount. The fair value of the cash 
and property transferred exceeded the bonds carrying 
amount. [Ignore income taxes.]
Required:
a. Explain the purpose of the effective interest 
method and the effect of applying the m ethod in 1988 
on Corval’s bond premium.
b. What would have been the effect on 1988 
interest expense, net income, and the carrying amount 
of the bonds if Corval had incorrectly adopted the 
straight-line interest method instead of the  effective 
interest method?
c. How should Corval calculate and report the 
effects of the November 30, 1991, transaction in its 
1991 income statem ent? Why is this presentation 
appropriate?
d. How should Corval report the  effects of the 
November 30, 1991, transaction in its statem ent of 
cash flows using the indirect method?
Number 4 (Estimated tim e----- 15 to 25 minutes)
On January 1, 1991, Windsor Corp. made the 
following changes in its accounting policies:
• Changed from the LIFO inventory method to the 
FIFO inventory method.
• Adopted the straight-line depreciation method for 
all future machinery acquisitions, but continued to 
use sum-of-the-years’ digits depreciation method 
for all machinery purchased before 1991.
• Changed from the cash to the accrual basis of 
accounting for accumulated vacation pay.
Windsor prepares two-year comparative financial 
statements.
Required:
a. What type of accounting change is the change 
from the LIFO to the FIFO inventory costing method? 
How should Windsor report this change in its 1991 com­
parative financial statements?
b. What type of accounting change is Windsor’s 
change from the sum-of-the-years’ digits to the 
straight-line depreciation m ethod for all machinery 
purchased after 1990? How should Windsor report this 
change?
c . What type of change occurs when recognition 
of vacation pay expense is changed from the cash basis 
to the accrual basis? How should Windsor report this 
change?
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Number 5 (Estimated tim e----- 15 to 25 minutes)
Winter Sports Co. rents w inter sports equipment 
to the public. Snowmobiles are depreciated by the 
double declining balance method. Before the season 
began, the estimated lives of several snowmobiles 
were extended because engines were replaced. Winter 
was given thirty  days to pay for the engines. Winter 
gave the old engines to a local mechanic who agreed 
to provide repairs and maintenance service in the next 
year equal to the fair value of the engines. Rental skis, 
poles, and boots are capitalized and depreciated 
according to the inventory (appraisal) method.
Required:
a. How would Winter account for the purchase 
of the new engines and the transfer of the old engines 
to the local mechanic if the old engines’ costs are
1. Known?
2. Unknown?
b . 1. What are two assumptions underlying use 
of an accelerated depreciation method?
2. How should  W inter ca lcu la te  th e  
snowmobiles’ depreciation?
c. How should Winter calculate and report the 
costs of the skis, poles, and boots in its balance sheets 
and income statements?
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Uniform Certified Public Accountant Examination
Objective  A nsw er  Sheet
IMPORTANT INSTRUCTIONS  
• Use a NO. 2 PENCIL only.
• Make heavy black marks that fill the oval completely.
• Erase clearly any marks you wish to change.
• Make no stray marks on this sheet.
• It is to you advantage to answer all question.
INCORRECT MARKS CORRECT MARK
VERSION 1
State
ACCOUNTING PRACTICE — PART I
N ovem ber 4 ,  1992; 1:30 P.M . to 6:00 P.M .
INSTRUCTIONS TO CANDIDATES
1
1. T he objective portion o f  your exam ination  w ill 
n ot be graded i f  you  fa il to record your answ ers  
on th is Objective Answer Sheet. Your S tate  
Board w ill in stru ct you e ith er to detach and  
turn  in  sep arate ly  the Objective Answer Sheet 
or to lea v e  it  a ttached  to pages 3 through 14. 
Follow  th e  S ta te  Board in stru ctions for turning  
in  the Objective Answer Sheet.
(30 points)
2. Objective Answer Sheets m ay vary from  
exam ination  to exam ination . I t  is  im portant to 
pay strict a tten tion  to th e  m ann er in  w hich  
your Objective Answer Sheet is  structured. As 
you proceed w ith  th e  exam ination , be 
absolutely  certain  th a t the space in w hich you  
have indicated  your an sw er corresponds 
directly  in  num ber w ith  th e  item  in  your  
Examination Question Booklet.
SEE PAGES 93-94 FOR MULTIPLE-CHOICE GRADING SCALES 
Credit was given for all answers.
P LEASE DO NOT MARK IN THIS AREA!
SERIAL NO.
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61
62
63
64
Item  L and  B uild ing  E xpense
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A n sw e r  4(b) (5 points)
Examination Answers —  November 1992
Silver, Inc.
COMPUTATION OF DOLLAR-VALUE LIFO INVENTORY
December 31, 1990 and 1991
Year
1989
19 9 0
1991
FIFO
inventory
$ 100,000
1 3 7 ,5 0 0
1 9 5 ,0 0 0
Current year 
cost change 
index
1.00
1 .2 5
1.20
Link-chain 
cost index
1.00
1 .2 5
1 .5 0
Inventory 
a t base- 
year costs 
$ 100,000 
110,000 
1 3 0 ,0 0 0
Year
1989
1990
1991
LIFO inventory 
layers at base- 
year costs 
$100,000 
10,000 
20,000
$ 1 3 0 ,0 0 0
Link-chain 
cost index  
1.00 
1 .2 5  
1 .5 0
1990 dollar- 
value LIFO 
inventory 
$ 100,000 
1 2 ,5 0 0
$ 1 1 2 ,5 0 0
1991 dollar- 
value LIFO 
inventory
$ 100,000
1 2 ,5 0 0
3 0 ,0 0 0
$ 1 4 2 ,5 0 0
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A n sw e r  5 (10 points)
a. Powell Corp.
INCOME STATEMENT
For the Year Ended June 30, 1992
Revenues:
Machine sales $750,000
Service revenues 250,000
Interest revenue 10,000
Total revenues $1,010,000
Expenses:
Cost of sales—machines 425,000
Cost of services 100,000
Administrative expenses 300,000
Research and develop­
m ent expenses 110,000
Interest expense 5,000
Loss from asset disposal 40,000
Current income tax 
expense 6,000
Deferred income tax 
expense 4,500
Total expenses and losses 990,500
Income before
extraordinary gain 19,500
Extraordinary gain, net of 
income taxes of $75,000 175,000
Net income $ 194,500
Earnings (loss) per share:
Income before extra­
ordinary gain ($0.40)
Net income $0.47
b.
Net income $194,500
Add:
Taxes on extraordinary gain 75,000
Provision for income taxes 10,500
Financial statem ent income before 
income taxes 280,000
Permanent difference — officer’s 
life insurance 5,000
Temporary difference — excess of 
tax over financial statem ent
depreciation (15,000)
Taxable income $270,000
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Answer 5 (10 points)
Examination Answers —  November 1992
Candidate’s No. 
S ta te_________
Question No. 5 Page
Dali and Conti, D/B/A 
Perle Restaurant 
TAX WORKSHEET 
For the Year Ended December 31, 1991
Income
Statement Adjustments
Perle's 
Income 
& Deductions
Information fo r
Perle’s 
Schedule K
D ali’s
Schedule K-1
Sales 900,000 900,000
Cost of sales 360,000 360,000
Gross profit 540,000 540,000
Operating expenses
Salaries and wages (excluding partners) 179,000 179,000
Less jobs credit (9,000) (9,000) 9,000 4,500
Guaranteed payments to partners 100,000 8,000 100,000
8,000
100,000
8,000
50,000
4,000
Amortization of permanent liquor 
license 1,000 (1,000)
Annual liquor license fee 500 500
Depreciation 26,000 (10,000) 16,000
Section 179 expense deduction 10,000 5,000
Partners’ health insurance premiums 8,000 (8,000)
Keogh contributions 12,500 (7,000) 5,500 7,000 3,500
Charitable contribution 50,000 (50,000)
3,000
50,000
3,000
25,000
1,500*
Total operating expenses 368,000 300,000
Operating (ordinary) income 172,000 240,000 240,000 120,000
Other income (loss)
Dividends 1,600 (1,600) 1,600 800
Rental (300) 300 (300) (150)
Other expense
Interest on investment debt (800) 800 (800) (400)
Total income 172,500
* Tax preference
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1. The objective portion o f your exam ination  will not 
be graded i f  you fail to record your answ ers on 
th is  Objective Answer Sheet. Your S tate Board  
w ill in stru ct you e ith er to detach and turn in 
separate ly  th e  Objective Answer Sheet or to leave  
it  attached  to pages 3 through 14. Follow  the  
S ta te  Board in stru ctions for turning in the  
Objective Answer Sheet.
(60 points)
AUDITING
N ovem ber 5, 1992: 8:30 A.M. to 12:00 N O O N
INSTRUCTIONS TO CANDIDATES
2 .
A
Objective Answer Sheets m ay vary from 
exam ination  to exam ination . It is  im portant to 
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proceed w ith  the exam in ation , be absolutely  
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indicated  your an sw er corresponds d irectly  in 
num ber w ith the item  in  your Examination 
Question Booklet.
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Auditing
Deficiencies in the  auditors’ report are as follows:
First (introductory) paragraph:
• The statement of retained earnings is not identified.
• The auditors’ responsibility to express an opinion 
is omitted.
Second (scope) paragraph:
• The auditor obtains reasonable assurance about 
w hether the financial statem ents are “ free of 
material m isstatem ent,’’ not “ fairly presented.’’
• The auditors’ assessment of the  accounting prin­
ciples used is omitted.
• An audit provides a “ reasonable basis for an 
opinion,’’ not a “basis for determining w hether 
any material modifications should be m ade.’’
Third (first explanatory) paragraph:
• An explanatory paragraph added to the  report to 
describe a change in accounting principle (lack of 
consistency) should follow the opinion paragraph, 
not precede it.
Fourth (opinion) paragraph:
• The phrase “ except for’’ should not be used.
• The auditor’s concurrence with the change in 
accounting principles is implicit and should not be 
mentioned.
• Reference to the  prior year’s (1991) financial 
statem ents is omitted.
Fifth (second explanatory) paragraph:
• The fact th a t the outcome of the lawsuit cannot 
presently be estimated is omitted. •
• It is inappropriate to state that ‘‘provision for any 
liability is subject to adjudication’’ because the 
report is ambiguous as to w hether a liability has 
been recorded.
Answer 3 (10 points)
a. In planning an audit, an auditor’s understanding 
of the internal control structure elements should be 
used to identify the  types of potential misstatements 
tha t could occur, to consider the factors affecting the 
risk of material m isstatement, and to influence the 
design of substantive tests.
b . An auditor obtains an understanding of the design 
of relevant internal control structure policies and pro­
cedures and w hether they have been placed in opera­
tion. Assessing control risk at below the maximum 
level further involves identifying specific policies and 
procedures relevant to specific assertions that are 
likely to prevent or detect material m isstatements in 
those assertions. It also involves performing tests of 
controls to evaluate the operating design and effec­
tiveness of such policies and procedures.
c. When seeking a further reduction in the assessed 
level of control risk, an auditor should consider 
whether additional evidential m atter sufficient to sup­
port a further reduction is likely to be available, and 
w hether it would be efficient to perform tests of con­
trols to obtain tha t evidential m atter.
d. An auditor should document the understanding of 
an e n tity ’s in ternal control s truc tu re  elem ents 
obtained to plan the audit. The auditor also should 
document the basis for the  auditor’s conclusion about 
the assessed level of control risk. If control risk is 
assessed at the  maximum level, the  auditor should 
document that conclusion, but is not required to docu­
ment the basis for that conclusion. However, if the 
assessed level of control risk is below the maximum 
level, the auditor should document the basis for the 
conclusion that the effectiveness of the design and 
operation of internal control structure policies and pro­
cedures supports tha t assessed level.
A n sw e r  4 (10 points)
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A n sw e r  5 (10 points)
a. Before applying principal substantive tests to 
balance sheet accounts a t April 30, 1993, the interim 
date, Cook should assess the difficulty in controlling 
incremental audit risk. Cook should consider whether
• Cook’s experience with the reliability of the 
accounting records and m anagem ent’s integrity 
has been good;
• Rapidly changing business conditions or cir­
cumstances may predispose General’s manage­
m ent to misstate the  financial statem ents in the 
remaining period;
• The year-end balances of accounts selected for 
interim testing will be predictable;
• General’s procedures for analyzing and adjusting 
its interim balances and for establishing proper 
accounting cutoffs will be appropriate;
• General’s accounting system will provide suffi­
cient information about year-end balances and 
transactions in the final two months of the year to 
perm it investigation of unusual transactions, 
significant fluctuations, and changes in balance 
compositions that may occur betw een the interim 
and balance sheet dates;
• The cost of the substantive tests necessary to cover 
the  final two months of the year and provide the 
appropriate  audit assurance a t year end is 
substantial.
Assessing control risk at below the maximum 
would not be required to extend the audit conclusions 
from the interim date to the year end; however, if Cook 
assesses control risk at the  maximum during the final 
two m onths, Cook should consider whether the effec­
tiveness of the  substantive tests to cover that period 
will be impaired.
b . Cook should design the substantive tests so that 
the assurance from those tests and the tests to be 
applied as of the interim  date, and any assurance pro­
vided from the assessed level of control risk, achieve 
the audit objectives a t year end. Such tests should 
include the comparison of year-end information with 
comparable interim  information to identify and 
investigate unusual amounts. Other analytical pro­
cedures and/or substantive tests should be performed 
to extend Cook’s conclusions relative to the assertions 
tested at the interim date to the balance sheet date.
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Business Law
a. 1. Union Bank will be successful in its negligence 
suit against Weaver. To be successful in a lawsuit for 
accountant’s negligence there  must be:
• duty
• breach
• plaintiff must be a known intended user
• reliance
• loss
W eaver was negligent in performing the audit by 
failing to confirm accounts receivable, which resulted 
in failing to  discover the  overstatem ent of accounts 
receivable. W eaver’s failure to confirm accounts 
receivable was a violation of W eaver’s duty to comply 
with generally accepted auditing standards. W eaver 
knew  th a t Union w ould receive the  financial 
statem ents and was thereby an intended user. Union 
relied on W eaver’s opinion in granting the loan and, as 
a result, suffered a loss.
2. Union will be successful in its common-law 
fraud suit against Weaver. To be successful in a lawsuit 
for common law fraud there must be:
• an intentional m aterial m isstatem ent or omission
• reliance
• loss
W eaver was grossly negligent for failing to qualify 
its opinion after being advised of Butler’s potential 
material losses from the product liability lawsuit by 
legal counsel. W eaver will be liable to anyone who 
relied on W eaver’s opinion and suffered a loss as a 
result of this fraudulent omission.
b. Butler’s stockholders who purchased stock under 
the 1990 offerings will also be successful in their suit 
against W eaver under Section 10(b) and Rule 10b-5 of 
the Securities Exchange Act of 1934. Under the  Act 
stock purchaser must show: •
• intentional material misstatement or omission 
(scienter)
• reliance
• loss
W eaver’s failure to qualify its opinion for Butler’s 
potential legal liability was m aterial and done 
intentionally (scienter). Weaver will be liable for losses 
sustained by the purchasers who relied on W eaver’s 
opinion.
Answer 3 (10 points)
a. Exotic’s first position is incorrect. Although 
Peterson lacked actual authority to bind Exotic to the 
Creatures contract, from C reatures’ perspective 
Peterson did have apparent authority to do so. 
Peterson was a store manager and had previously con­
tracted  with Creatures on Exotic’s behalf. Creatures 
would not be bound by the limitation on Peterson’s 
authority unless Creatures was aware of it.
Exotic’s second position is incorrect. Although 
Peterson did not have express authority to charge pur­
chases at Handy Hardware. Peterson had the implied 
authority as store manager to en ter into contracts 
incidental to the express grant of authority to act as 
manager. Buying paint and brushes to improve 
Exotic’s store would fall within Peterson’s implied 
grant of authority.
Exotic’s third position is correct. An agent owes 
a duty of loyalty to his or her principal. An agent may 
not benefit directly or indirectly from an agency rela­
tionship at the principal’s expense. If an agent receives 
any profits from the principal/agent relationship 
without the consent of the principal, the agent must 
pay the profits to the principal. In this case, Peterson’s 
incentive paym ents constitu ted  a violation of 
Peterson’s fiduciary duty to Exotic. Peterson must turn 
over all incentive payments to Exotic.
b . Peterson was negligent by allowing Mathews to 
handle a ferret that Peterson knew was dangerous. An 
employer is held liable for the torts of its employees if 
the to rt occurs within the scope of employment and if 
the employee is subject to the employer’s control. At 
the time of the accident, Peterson was acting within 
the scope of employment and subject to Exotic’s con­
trol because this conduct occurred while on the job, 
during normal working hours, and with the intention 
of benefitting Exotic. Exotic, therefore, will be liable 
to Mathews because the accident occurred within the 
scope of Peterson’s employment.
Peterson also will be liable to Mathews because all 
persons are liable for their own negligence.
A n sw e r  4  (10 points)
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A n sw e r  5 (10 points)
a. Rapid’s claim is incorrect. Both Debco and Rapid 
are m erchants under the UCC because they both deal 
in the type of goods involved in the transaction 
(computers).
The UCC provides that a confirmation satisfies the 
UCC Statute of Frauds, if an oral contract betw een 
m erchants is:
• Confirmed in writing within a reasonable period of 
time, and
• The confirmation is signed by the party sending it 
and received by the other party
Both parties are bound even though the party 
receiving the confirmation fails to sign it. This is correct 
unless the  party receiving the confirmation submits a 
w ritten objection within 10 days of receipt. Rapid will 
be bound even though it did not sign the confirmation 
because no w ritten objection was made.
b. Debco’s first claim, tha t its October 25 cor­
respondence prevented the formation of a contract, is 
incorrect. Debco’s October 12 purchase order will be 
regarded as a firm offer under the UCC because:
• Debco is a m erchant.
• The purchase order is in writing and signed.
• The purchase order states that it will not be 
withdrawn for the time specified.
Because Debco’s October 12 purchase order is con­
sidered a firm offer, Debco cannot revoke it, and its 
October 25 attem pt to do so is ineffective.
Debco’s second claim, that TMI’s October 31 
correspondence is not an effective acceptance because 
it was not received until November 3, is incorrect. An 
acceptance of an offer is effective when dispatched (in 
this case, when mailed), provided that an appropriate 
mode of communication is used. The UCC provides that 
an offer shall be construed as inviting acceptance in 
any m anner and by any medium reasonable in the cir­
cumstances. In this case, Debco made its offer by mail, 
which, if adequately addressed with proper postage 
affixed, would be considered a reasonable manner and 
medium for acceptance. As a result, TMI’s acceptance 
was effective when mailed on October 31.
Debco’s third claim, th a t TMI’s acceptance is not 
effective because it added paym ent term s to Debco’s 
offer, is also incorrect. The UCC provides tha t a 
definite and timely expression of acceptance of an 
offer will form a contract, even if the  term s of the 
acceptance are different from those in the offer, unless 
acceptance is expressly made conditional on accepting 
the different terms. Therefore, TMI’s October 31 cor­
respondence, which expressly stated tha t TMI would 
ship the computers ordered by Debco, was an effec­
tive acceptance, and a contract was formed despite the 
fact tha t TMI added paym ent terms.
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Accounting Theory
a. The purpose of the  effective interest method is to 
provide periodic interest expense based on a constant 
rate over the life of the bonds. The impact of applying 
the effective in terest m ethod on Corval’s bond 
premium is to decrease the premium by a lesser 
amount in 1988 compared to using the straight-line 
method of amortization.
b . Under the  straight-line interest method, the 
premium is amortized at a constant periodic amount, 
and in 1988 the premium amortization would have 
been greater than amortization under the effective 
interest method. Consequently, for 1988, interest 
expense would have been understated, net income 
would have been overstated, and the carrying amount 
of the bonds would have been understated.
c. The November 30, 1991, transaction is reported as 
an extraordinary loss after income from continuing 
operations. This loss equals the excess of the fair value 
of the cash and property transferred over the  bonds’ 
carrying amount on November 30, 1991. This presen­
tation is appropriate because this is an early extinguish­
ment of debt.
d. The gross amount of the  extraordinary loss is 
added to net income under cash flows from operating 
activities. The cash paym ent is reported as a cash 
outflow from financing activities.
Corval should disclose details of the noncash 
elements of the transaction either on the same page as 
the statem ent of cash flows or in the notes to the finan­
cial statements.
A n sw e r  3 (10 points)
a. A change from the LIFO inventory method to the 
FIFO inventory method is a change in accounting prin­
ciple. Windsor should restate the  1990 financial 
statements, including adjustment for the effect on 
January 1, 1990, retained earnings, as if the FIFO 
m ethod had been adopted a t the  beginning of 1990. 
The nature and justification for the  change in inven­
tory method should be disclosed in the notes to the 
1991 financial statem ents. The effects of the change 
on income statem ent components should be disclosed 
for all periods presented.
b . Windsor’s change from sum-of-the-years’ digits 
depreciation method for all future machinery acquisi­
tions is a change in accounting principle. The nature 
and justification for the change in depreciation 
methods should be disclosed in the  notes to the 1991 
comparative financial statem ents. The 1990 financial 
statem ents are unaffected by the change, bu t the 
effects of the change on 1991 income components 
should be disclosed.
c. A change from the cash basis of vacation pay 
expense recognition to the accrual basis is a change 
from an accounting principle tha t is not generally 
accepted to one th a t is generally accepted. Such a 
change is considered an error correction. Windsor 
should restate the 1990 financial statements, including 
adjustment for the effect on January 1 ,  1990, retained 
earnings, to correct prior errors. Windsor should 
disclose the nature and details of the corrections in 
notes to the 1991 financial statem ents.
A n sw e r  4  (10 points)
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A nsw er 5 (10 points)
a . 1. W hen th e  old eng ines’ co sts a re  kn o w n , th e  
snow m obiles acco un t is  d ecreased  b y  th e  o ld  engines* 
co sts, and accu m u lated  d ep reciatio n  is  decreased  b y  
the accu m u lated  d ep reciatio n  on th e  old engin es. A  
cu rren t asset w ou ld  b e  reco rd ed  fo r th e  fa ir  v a lu e  of 
the fu tu re  re p a ir and  m ainten an ce se rv ice s . T h e  n et 
d ifferen ce  b etw een  th e  old  eng ines’ carry in g  am ounts 
and th e ir fa ir  v a lu e s is  reco rd ed  as an  operating  gain  
or lo ss. T o  reco rd  th e  n ew  en g in es’ acq u isitio n , both  
th e snow m obiles acco u n t and  acco u n ts p ayab le  are  
in creased  b y  th e n ew  eng ines’ co sts.
2 . I f  th e  old  en g in es’ costs are  un kn o w n  then  
eith er th e  snow m obiles account w ou ld  b e increased  or 
accu m u lated  d ep reciatio n  w ould  b e  d ecreased  b y  th e  
d ifferen ce b etw een  th e  n ew  engines’ costs and th e old  
engines’ fa ir  v a lu e s.
b . 1. A ssum ptions u nderlying  use of an accelerated  
dep reciatio n  m ethod in clu d e :
• A n  asset is  m ore p ro d u ctive  in  th e  e a rlie r y e a rs of 
its  estim ated  u se fu l life . T h e re fo re , g reater  
d ep reciation  charges in  th e  e a rlie r y ears w ould  be  
m atched  ag ainst th e  g reater reven u es generated  
in  th e e a rlie r y e a rs.
• R ep a ir and m ainten an ce costs are  o ften  h ig her in  
la te r periods and  an  acce le rated  d ep reciatio n  
m ethod resu lts in  a  m ore n e a rly  an n u al constant 
to ta l cost o ver th e  ye a rs o f u se .
• A n  asset m ay becom e obsolete b efo re  th e end o f 
its  o rig in a lly  estim ated  u se fu l life . T h e  risk  
asso ciated  w ith  estim ated  long-term  cash  flo w s is  
g reater th an  th e  risk  asso ciated  w ith  near-term  
cash  flo w s. A cce le ra te d  d ep reciatio n  recognizes 
th is cond ition .
2 . W in ter should ca lcu late  snow m obile deprecia­
tion  b y  ap p lying  tw ice  th e straight-lin e rate  to th e ir  
carry in g  am ounts.
c . U n d er th e in v e n to ry  (ap p raisa l) m ethod, W in ter 
ca lcu la tes th e  ending u n d ep reciated  cost on th e  sk is, 
poles, and boots b y  m u ltip lyin g  th e p h ysica l q u antities 
of th ese  item s on hand  b y  an  ap praised  am ount. T h is  
ending u ndepreciated  cost is c lassified  as a  non cu rren t 
asset. D ep reciatio n  in clu d ed  in  co ntin u in g  o perations 
equals th e sum  of th e beginning ba lan ce  and purchases 
fo r the y e a r le ss th e  ending u n d ep reciated  co st.
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Multiple-Choice Grading Scales
A c c o u n t in g  P r a c t ic e  —  P a r t  I
T h e  sco res for th e  m u ltip le-ch o ice q uestions w ere determ ined  in  accordance w ith  the fo llo w in g  sca le s: 
A n s w e r  1 (10  p o in ts)
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10 10 10
A n s w e r  2  (10  p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
A n s w e r  3  (10 p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 2 2 ½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10 10
A c c o u n t in g  P r a c t ic e  —  P a r t  I I
T h e  sco res for th e m u ltip le-ch o ice q uestions w ere determ ined in  accordance w ith  the fo llo w in g  sca le s: 
A n s w e r  1 (10 p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
A n s w e r  2 (10 p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2 ½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
A n s w e r  3  (10 po in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1 1½ 2 2 ½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10
C  = N u m b er of co rrect resp o n ses.
S  = Sco re for th e  nu m b er of co rrect resp onses.
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M ultiple-Choice Grading Scales
A u d it in g
T h e  sco res for th e  m u ltip le-ch o ice  qu estio n s w ere determ ined  in  accordance w ith  th e fo llo w in g  sca le s: 
A n s w e r  1 (60  p o in ts)
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60
B u s in e s s  L a w
T h e  sco res for th e  m u ltip le-ch o ice qu estio n s w ere determ ined  in  accordance w ith  th e fo llo w in g  sca le s: 
A n s w e r  1 (60  p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60
A c c o u n t in g  T h e o r y
T h e  sco res for th e  m u ltip le-ch o ice q uestio ns w ere determ ined  in  accordance w ith  th e fo llo w in g  sca le s: 
A n s w e r  1 (60  p o in ts)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48
C  = N u m b er o f co rrect resp o n ses.
S  = Sco re fo r th e  nu m b er of co rrect resp onses.
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60 60 60 60
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INDEX — QUESTIONS
H O W  T O  U SE T H IS  IN D EX : This index presents examination question number references for the four sections of the CPA 
examination — Accounting Practice Parts I and II, Auditing, Business Law, and Accounting Theory. Each examination section has 
been organized according to its content specification outline, with questions indexed according to the areas and groups tested.
The question references listed in the right-hand column are designated as follows: The question numbers for the Accounting 
Practice section are followed by I for Part I and II for Part II. The letter M following question numbers indicates a multiple choice 
item. The letter F following question numbers indicates an other objective answer format item. For example, the reference 17M-I 
means multiple choice item number 17 for Accounting Practice Part I; the reference 61F-I means other objective answer format item 
number 61 for Accounting Practice Part I; and the reference 5-I means problem number 5 for Accounting Practice Part I. For the 
Auditing, Business Law, and Accounting Theory sections, absence of the letter M or the letter F indicates an essay question number.
A ccounting  P ra ctice  —  Content Specification  O u tline
I. Presentation of Financial Statements or Worksheets.
A. Balance Sheet...................................................................... 1M-I,2M-I,3M-I,4M-I,5M-I,6M-I
B. Income Statement...............................................................  5-I
C. Statement of Cash Flows....................................................  9M-I,10M-I,11M-I,12M-I,13M-I
D. Statement of Owners’ Equity............................................. 7M-I,8M-I
E. Consolidated Financial Statements or Worksheets............ 14M-I,15M-I,16M-I,17M-I,18M-I
II. Measurement, Valuation, Realization, and Presentation of 
Assets in Conformity With Generally Accepted Accounting 
Principles.
A. Cash, Marketable Securities, and Investments.................. 19M-I,20M-I
B. Receivables and Accruals...................................................
C. Inventories...........................................................................  4-I
D. Property, Plant, and Equipment Owned or Leased...........  61F-I,62F-I,63F-I,64F-I,65F-I,66F-I,67F-I,68F-I
E. Intangibles and Other Assets..............................................
III. Valuation, Recognition, and Presentation of Liabilities in 
Conformity With Generally Accepted Accounting Principles.
A. Payables and Accruals........................................................  21M-I,22M-I,23M-I,24M-I,25M-I,26M-I,27M-I
B. Deferred Revenues.............................................................  28M-I,29M-I,30M-I,35M-I
C. Deferred Income Tax Liabilities........................................  32M-I
D. Capitalized Lease Liability.................................................  33M-I,34M-I
E. Bonds Payable..................................................................... 36M-I,37M-I,38M-I,39M-I
F. Contingent Liabilities and Commitments.........................  31M-I,40M-I
IV. Ownership Structure, Presentation, and Valuation of Equity 
Accounts in Conformity With Generally Accepted Accounting 
Principles.
A. Preferred and Common Stock............................................ 42M-II,43M-II
B. Additional Paid-in Capital.................................................. 44M-II
C. Retained Earnings and Dividends.....................................  41M-II,45M-II,46M-II
D. Treasury Stock and Other Contra Accounts......................  50M-II
E. Stock Options, Warrants, and Rights.................................  47M-II
F. Reorganization and Change in Entity................................
G. Partnerships.........................................................................  48M-II,49M-II
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V. Measurement and Presentation of Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their 
Relationship to Generally Accepted Accounting Principles.
A. Revenues and Gains............................................................  41M-I,42M-I,43M-I,44M-I,45M-I,46M-I,47M-I,
48M-I,49M-I
B. Expenses and Losses...........................................................  50M -I,51M-I,52M-I,53M-I,54M-I,55M-I,56M-I,
57M-I,58M-I,59M-I
C. Provision for Income Tax.................................................... 5-I
D. Recurring Versus Nonrecurring Transactions and Events... 5-I
E. Accounting Changes.............................................................. 60M-I
F. Earnings Per Share.............................................................. 5-I
VI. Other Financial Topics.
A. Disclosures in Notes to the Financial Statements.............. 51M-II
B. Accounting Policies (deleted).............................................
C. Nonmonetary Transactions..................................................
D. Interim Financial Statements............................................... 52M-II
E. Historical Cost, Constant Dollar Accounting, and
Current Cost.........................................................................
F. Gain Contingencies............................................................. 53M-II
G. Segments and Lines of Business.........................................54M-II,55M-II
H. Employee Benefits...............................................................  56M-II
I. Analysis of Financial Statements........................................
J. Development Stage Enterprises...........................................
K. Personal Financial Statements.............................................57M-II,58M-II,59M-II
L. Combined Financial Statements..........................................  60M-II
VII. Cost Accumulation, Planning, and Control.
A. Nature of Cost Elements......................................................
B. Process and Job Order Costing............................................30M-II
C. Standard Costing.................................................................. 31M-II
D. Joint and By-Product Costing, Spoilage, Waste, and
Scrap..................................................................................... 32M-II
E. Absorption and Variable Costing........................................33M-II
F. Budgeting and Flexible Budgeting......................................34M-II,35M-II
G. Breakeven and Cost-Volume-Profit Analysis..................... 36M-II
H. Capital Budgeting Techniques.............................................37M-II,38M-II,39M-II,40M-II
I. Performance Analysis.......................................................... 27M-II,28M-II,29M-II
J. Other.....................................................................................  21M-II,22M-II,23M-II,24M-II,25M-II,26M-II
VIII. Not-for-Profit and Governmental Accounting.
A . Fund A ccounting............................................................................  6 1 F - II,6 2 F - II,6 3 P - II,6 4 F - II,6 5 F - II,6 6 F - II,6 7 F - II,
68F-II,69F-II,70F-II
B. Types of Funds and Account Groups.................................  7 1F-II,72F-II,73F-II,74F-II,75F-II,76F-II,77F-II,
78F-II,79F-II,80F-II
C. Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations................
D. Various Types of Not-for-Profit and Governmental
Organizations.......................................................................
Index
Accounting Practice — Content Specifi cation Outline (cont.)
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IX. Federal Taxation — Individuals, Estates, and Trusts.
A. Inclusions for Gross Income and Adjusted Gross
Income..................................................................................  12M-II,13M-II,14M-II,15M-II,16M-II
B. Exclusions and Adjustments to Arrive at Adjusted
Gross Income....................................................................... 8M-II,9M-II
C. Gain or Loss on Property Transactions............................... 17M-II,18M-II,19M-II
D. Deductions from Adjusted Gross Income........................... 1M-II,2M-II,3M-II,4M-II,5M-II
E. Filing Status and Exemptions..............................................  10M-II
F. Tax Computations and Credits............................................  11M-II
G. Statute of Limitations..........................................................  6M-II,7M-II
H. Estate and Gift Taxation and Income Taxation of
Estates and Trusts................................................................  20M-II
X. Federal Taxation — Corporations, Partnerships, and Exempt
Organizations.
A. Determination of Taxable Income or Loss.........................
B. Tax Computations and Credits.............................................
C. S Corporations......................................................................
D. Personal Holding Companies..............................................
E. Accumulated Earnings Tax.................................................
F. Distributions.........................................................................
G. Tax-Free Incorporation........................................................
H. Reorganizations...................................................................
I. Liquidations and Dissolutions.............................................
J. Formation of Partnership.....................................................
K. Basis of Partner’s Interest....................................................
L. Determination of Partner’s Taxable Income and
Partner’s Elections...............................................................  5-II
M. Accounting Periods of Partnership and Partners................
N. Partner Dealing With Own Partnership............................... 5-II
O. Treatment of Liabilities.......................................................
P. Distribution of Partnership Assets.......................................
Q. Termination of Partnership..................................................
R. Types of Organizations........................................................
S. Requirements for Exemption..............................................
T  Unrelated Business Income..................................................
Index
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I. Professional Responsibilities.
A. General Standards and Code of Professional Conduct......  1M,2M
B. Control of the Audit............................................................  3M,5
C. Other Responsibilities.........................................................  4M,5M
II. Internal Control.
A. Definitions and Basic Concepts.......................................... 6M,7M,8M
B. Consideration of the Internal Control Structure.................  9M,10M,11M,4
C. Cycles...................................................................................  12M,13M,14M,15M,16M,17M,18M,19M,20M,21M,
22M
D. Other Considerations...........................................................  23M,24M,25M
III. Evidence and Procedures.
A. Audit Evidence....................................................................  26M,27M,28M,29M,30M,31M,32M,33M,34M
B. Specific Audit Objectives and Procedures.........................  35M,61F,62F,63F,64F,65F,66F,67F,68F,69F,70F
C. Other Specific Audit Topics................................................  36M,37M,38M,39M,40M,41M,42M
D. Review and Compilation Procedures.................................. 43M,44M,45M
IV. Reporting.
A. Reporting Standards and Types of Reports........................  46M,47M,48M,49M,50M,51M,52M,53M,54M,55M,
56M,3
B. Other Reporting Considerations..........................................  57M,58M,59M,60M
Index
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Index
Business Law — Content Specification Outline
I. The CPA and the Law.
A. Common Law Liability to Clients and Third Persons.......  3
B. Federal Statutory Liability..................................................  3
C. Workpapers, Privileged Communication, and
Confidentiality......................................................................
II. Business Organizations.
A. Agency.................................................................................  4
B. Partnerships and Joint Ventures..........................................
C. Corporations......................................................................... 1M,2M,3M,4M
D. Estates and Trusts................................................................  5M,6M,7M,8M,9M,10M
III. Contracts.
A. Offer and Acceptance..........................................................  11M,13M
B. Consideration.......................................................................  12M, 14M
C. Capacity, Legality, and Public Policy.................................. 15M
D. Statute of Frauds.................................................................  16M,17M
E. Statute of Limitations..........................................................  19M
F. Fraud, Duress, and Undue Influence................................... 18M
G. Mistake and Misrepresentation........................................... 20M
H. Parol Evidence Rule............................................................  22M,23M
I. Third Party Rights...............................................................  21M
J. Assignments......................................................................... 24M
K. Discharge, Breach, and Remedies....................................... 25M
IV. Debtor-Creditor Relationships.
A. Suretyship............................................................................. 26M,27M,28M
B. Bankruptcy........................................................................... 29M,30M,31M,32M,37M,38M,39M
V. Government Regulation of Business.
VI.
VII.
A.
B.
Regulation of Employment........................................
Federal Securities A cts............................................. ......... 61F,62F,63F,64F,65F,66F,67F,68F,69F,70F,71F,72F,
73F,74F,75F
Uniform Commercial Code.
A.
B.
C.
D.
Commercial Paper......................................................
Documents of Title and Investment Securities..........
Sales............................................................................
Secured Transactions..................................................
......... 33M,34M,35M,36M,40M,41M
......... 42M,43M,44M
........ 5
......... 45M,46M,47M,48M,49M,50M
Property.
A.
B.
C.
Real and Personal Property........................................
Mortgages....................................................................
Fire and Casualty Insurance.......................................
......... 51M,52M,53M,54M
......... 55M,58M,59M,60M
......... 56M,57M
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I. General Concepts, Principles, Terminology, Environment, and 
Other Professional Standards.
A. Authority of Pronouncements............................................. 1M
B. Conceptual Framework.......................................................  2M,3M
C. Basic Concepts and Accounting Principles........................  3,4,5
D. Nature and Purpose of Basic Financial Statements............  3,4,5
E. Consolidated Financial Statements..................................... 31M,33M ,34M
F. Historical Cost, Constant Dollar, Current Cost, and
Other Accounting Concepts...............................................  39M,40M
II. Measurement, Valuation, Realization, and Presentation of 
Assets in Conformity With GAAP.
A. Cash, Marketable Securities, and Investments...................  13M,30M,61F,62F
B. Receivables and Accruals....................................................  4M,9M,11M
C. Inventories............................................................................  12M,14M,15M
D. Property, Plant, and Equipment Owned or Leased............  5
E. Intangibles and Other Assets...............................................  5,29M
III. Valuation, Recognition, and Presentation of Liabilities in 
Conformity With GAAP.
A. Payables and Accruals.........................................................  5,5M,42M
B. Deferred Revenues..............................................................  7M
C. Deferred Income Tax Liabilities.........................................
D. Capitalized Lease Liability.................................................  27M
E. Bonds Payable...................................................................... 3
F. Contingent Liabilities and Commitments........................... 17M
IV. Ownership Structure, Presentation, and Valuation of Equity 
Accounts in Conformity With GAAP.
A. Preferred and Common Stock.............................................
B. Additional Paid-in Capital...................................................  18M
C. Retained Earnings and Dividends.......................................  22M,35M
D. Treasury Stock and Other Contra Accounts........................ 65F
E. Stock Options, Warrants, and Rights..................................
F. Reorganization and Change in Entity................................. 19M
G. Partnerships............................................................. ............
V. Measurement and Presentation of Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their 
Relationship to GAAP.
A. Revenues and Gains............................................................  5,6M,8M,10M,20M,64F
B. Expenses and Losses...........................................................  3,5,26M,28M,68F
C. Provision for Income Tax....................................................  41M
D. Recurring Versus Nonrecurring Transactions and Events... 3,63F,66F
E. Accounting Changes...........................................................  4
F. Earnings Per Share..............................................................  23M
Index
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Index
VI, Other Financial Topics.
A. Statement of Cash Flows.....................................................  3,21M
B. Accounting Policies............................................................  37M
C. Accounting Changes...........................................................  4
D. Nonmonetary Transactions.................................................  24M
E. Business Combinations.......................................................  32M
F. Interim Financial Statements..............................................  16M
G. Gain Contingencies.............................................................  67F
H. Segments and Lines of Business......................................... 36M
I. Employee Benefits.................. ...........................................  25M
J. Analysis of Financial Statements........................................ 38M
K. Development Stage Enterprises..........................................  44M
L. Personal Financial Statements............................................  43M
M. Combined Financial Statements..........................................
VII. Cost Accumulation, Planning, and Control.
A. Nature of Cost Elements.....................................................  45M
B. Process and Job Order Costing...........................................  47M
C. Standard Costing.................................................................. 71F,73F
D. Joint and By-Product Costing, Spoilage, Waste, and
Scrap.....................................................................................
E. Absorption and Variable Costing........................................ 72F
F. Budgeting and Flexible Budgeting...................................... 69F,70F
G. Breakeven and Cost-Volume-Profit Analysis.....................  46M
H. Capital Budgeting Techniques............................................ 49M
I. Performance Analysis.........................................................  48M
J. Other.....................................................................................  50M
V I I I . Not-for-Profit and Governmental Accounting.
A. Conceptual Framework.......................................................  51M
B. Fund Accounting.................................................................  52M,53M,54M
C. Types of Funds and Account Groups.................................. 55M,56M,57M
D. Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations................  58M,59M
E. Various Types of Not-for-Profit and Governmental
Organizations....................................................................... 60M
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C O N T R IB U T O R  T O  T H IS  U N IF O R M  C P A  E X A M IN A T IO N
The Board of Examiners expresses its gratitude to the following contributor of a question appearing in the 
November 1992 examination.
*THOMAS J. SCHULTZ
* Question submitted while a student of Professor Walter F. James, Washburn University of Topeka,
F U T U R E  C P A  E X A M IN A T IO N  D A T E S
1993 — May 5 ,6 ,7
November 3,4, 5
1994 — May 4, 5
November 2,3
1995 — May 3,4
November 1,2
1996 — May 8,9
November 6,7
1997 — May 7, 8
November 5 ,6
May 6, 7 2002 — May 8,9
November 4,5 November 6, 7
May 5, 6 2003 — May 7, 8
November 3,4 November 5 ,6
May 3,4 2004 — May 5 ,6
November 1,2 November 3 ,4
May 2,3 2005 — May 4 ,5
November 7, 8 November 2, 3
Beginning with the May 1994 Examination, the Examination testing time will be shortened to two days.
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SELECTED QUESTIONS & UNOFFICIAL ANSWERS INDEXED 
TO CONTENT SPECIFICATION OUTLINES MAY 1988 — MAY 1992
This study aid offers today’s CPA 
candidate an extremely effective way 
to prepare for the CPA examination. 
It includes virtually all of the multi­
ple-choice questions, problems and 
essays contained in the ten examina­
tions that were given from May 1988 
through May 1992— along with 
unofficial answers as well as the 
other objective answer format ques­
tions introduced for the first time in 
the May 1992 CPA Examination.
■ The questions were selected 
by the staff of the AICPA Examinations 
Division on the basis o f current 
value and pertinence.
m The unofficial answers were 
prepared by the staff and reviewed by 
the AICPA Board of Examiners.
To help you focus on specific sub­
ject areas, material in nine of the 
examinations has been organized 
into four sections which correspond 
to the four sections of the CPA 
exam ination itse lf—A ccounting 
Practice, Accounting Theory, 
Auditing, and Business Law.
And to facilitate study and review, 
the material in each section has been 
organized and indexed by area and 
group in accordance with its content 
specification outline.
This area and content approach 
will enable you to study more effec­
tively by making it easier for you to 
concentrate more heavily on those 
subject areas where you feel greater 
effort is required.
As an added advantage, the 
November 1992 CPA Examination is 
presented in its entirety along with 
unofficial answers and content index. 
This will give you an opportunity to 
familiarize yourself with a recent 
examination as it is actually given.
N o . 079246 $65 .00  P E R  C O P Y D IS C O U N T  P R IC E  T O  S T U D E N T S  $45.50
SHIP TO:
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U nofficial A nsw ers Indexed to Content 
Specifications Outlines is $19.50 per booklet 
ordered. The required  Educational Discount 
Information is:
*School
*Instructor
(B) SHIPPING AND HANDLING CHARGES
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Less than —
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$25.01 —
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$ 25.00 
$ 50.00 
$150.00
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